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A FiIOwCIARY 


PUBLICATION 


NEW AND PROPOSED 
TAX REGULATIONS 








Only STEEL can do so man 


jobs so well 





Carry Your Books? Walk into almost 
any school and you'll see row upon row 
of student lockers—made from cold rolled 
steel sheets. That’s because no other ma- 
terial offers such a desirable combination 











You'll Float Through The Air—For A Mile. This is a cable tramway for tourists 
that goes up Cannon Mountain at Franconia Notch in New Hampshire. The 
heavy wire ropes are well over a mile long, 17% inch in diameter and they weigh 
28 tons apiece. The cable was made and installed by American Steel & Wire 
Division of United States Steel. 


of strength, durability, and low cost. 








This trade-mark is your guide to quality steel 














Biggest Airplane Hangar In The World— 
If you include the maintenance shops, 
the Air Force hangar in San Antonio 
sprawls out over 23 acres. Inside the 
hangar there is a 250-foot clear-span 


area without a post or pole of any kind 
between the floor and ceiling. Airplanes 
can be moved about freely without ob- 
struction. This has been made possible 
by long, strong steel roof trusses. The en- 
tire building was fabricated and erected 
by the American Bridge Division of 
United States Steel. 





UNITED STATES STEEL 











AMERICAN BRIDGE. .AMERICAN STEEL & WIRE and CYCLONE FENCE. .COLUMBIA-GENEVA STEEL. .CONSOLIDATED WESTERN STEEL. .GERRARD STEEL STRAPPING. .NATIONAL TUBE 
OIL WELL SUPPLY. . TENNESSEE COAL & IRON. .UNITED STATES STEEL PRODUCTS. .UNITED STATES STEEL SUPPLY. . Divisions of UNITED STATES STEEL CORPORATION, PITTSBURGH 
UNITED STATES STEEL HOMES, INC.e UNION SUPPLY COMPANY e UNITED STATES STEEL EXPORT COMPANY « UNIVERSAL ATLAS CEMENT COMPANY 7-221 


SEE The United States Steel Hour. it's a full-hour TV program presented every other Wednesday evening by United States Steel. Consult your newspaper for time and station. 























WHAT’S HAPPENING AT GOODYEAR—No. 1 OF A SERIES 


There are containers... 


nel ‘ii Fhe 








... made by Goodyear for 1001 uses 


For many industries, packaging and storage of prod- 
ucts presented serious problems, before Goodyear 
came up with the answers. Take just three examples: 
Pliofilm has made it easy to arrange perishable foods 
in attractive, sales-stimulating displays. Vitafilm has 
done the same for all kinds of drygoods, from shirts 
to sheets. Goodyear’s 10,000-gallon “Pillow Tanks” 
and 250-gallon “Rolli-Tankers” now make it quick 
and easy to roll fuel wherever it is needed—for 
industry and for national defense. 

Revolutionary new containers for varied uses and 
markets have become commonplace developments at 


Goodyear. Through continuous research, it seeks still 
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better ways to store and package all kinds of products. 
Besides the manufacture of rubber, film and plastic 
containers, Goodyear’s activities include industrial 
rubber goods... tires... aircraft and aviation prod- 
ucts .. . foam products, films and flooring . . .chemi- 
cals . . . shoe products . . . metal products . . . and 


many more, for expanding markets all over the world. 


TODAY... AND TOMORROW 


GOODFYEAR 


THE GREATEST NAME IN RUBBER 


Pliofilm, Vitafilm, Rolli-Tanker —T.M.’s The Goodyear Tire & Rubber Company, Akron, Ohio 
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. The Hoover or Boulder 
Dam on the Colorado River at the Arizona- 
Nevada Border used 4,400,000 cubic yards 
of concrete. Completed in 1936 for pur- 
poses of flood control, irrigation, power pro- 
duction and river regulation, it is second 
among the World’s ten greatest reservoirs 
(9,719 billion gallons) being exceeded only 
by Wainganga, India. Its 18 generators with 
1,249,800 kw. which could supply normal 
domestic needs of 7,500,000 persons, cost 
$160 million. 


The second article in the series on Water 
Resources, by consulting engineer Edgar T. 


Olson, appears in this issue. 
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A NATION OF CURLY-HEADS IS PREDICTED by 
our able and courageous Secretary of the 
Treasury, unless we mend our spending- 


spree ways, and ex-President Hoover's 
warning of a new inflationary movement 
comes from a man whose past cautions have 
been too well justified. True, we have 
many good means of Supporting the economy 
and of controlling excesses. But if people 
generally don't get rid of the inane idea 
that there is a painless way of preventing 
inflation — or guaranteeing prosperity — 
by magic Government edict, we can follow 
that path paved with the good "intentions" 
of the pork-barrel artists who dreamed up 
the biggest budget in our peace-time his- 
tory: just $71 billion (for '57), give or 
take a few hundred million! Population has 
increased 11 million since 1955, (our low- 
est spending year under Eisenhower) but 
the budget is up some $7 billion. People 
are again asking: If we can't cut the bud- 
get and the debt in boom-times, how can 

we ever do so? Can a Government, anymore 
than the individuals who support it, keep 
living on borrowed money? If so, is it 
living also on borrowed time? And have you 
or your neighbors a favorite project your 
Congressman has asked Uncle Sam to subsi- 
dize? 

Budget Director Brundage notes that nine 
of ten letters he gets from the public 
ask for more spending. Secy. Humphrey, 
representing the less greedy constituents, 
said that the budget could be cut "ina 
lot of places....and unless Congress trims 
the budget sharply, we will have a de- 
pression that will curl your hair"...... 
It is a healthy sign when such people feel 
free to express unpopular warnings. 


A QUESTIONNAIRE AND INVENTORY for use in 
Estate Planning by accountants has been 
developed by Robert T. Knight, C.P.A., who 
describes its components and procedure in 
this issue (p. 116). 


FINAL REGULATIONS ON TAXATION OF ESTATE 
and trust income clarify many doubtful 
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Papers delivered at the 38th Mid-Winter 
Trust Conference, and reports of panel 
discussions, will be more fully reported 
in the March issue. 





provisions of the 1954 Code. However, some 
of the rules which follow from the statu- 
tory language indicate the need for legis- 
lative amendment, according to George 
Craven (p. 112)...The Proposed Gift Tax 
Regulations are highlighted in this issue 
(p.- 108) by Walter Nossaman. 


CONFERENCE NEWS HIGHLIGHTS 


TRUSTMEN ARE TALKING BIGGER THAN EVER — 
in terms of assets and expansion of ser- 
vice, and in terms of their departments' 
contribution to their own banks and to the 
entire investment economy. And rightly so, 
as facts and figures brought out both by 
annual bank reports and by speeches at the 
Mid-Winter Trust Conference spotlighted 
the wide impacts that estate planning, 
tirement trusts and investment services 
are having on bank management as well as 
the "middle mass" of people whom the 
fiduciary is now so able to serve. AS 
Trust Division President Thoburn Mills 
of National City Bank of Cleveland 
aptly said: "The two big questions today 
are, where to park, and how to reduce." 
That could well be extended to “where to 
park while using some of the myriad trust 
and bank services," and "how to reduce 
the risks of investment and the erosion 
of taxes." 


re= 


"THE TONE OF COMMON TRUST FUND ADVER- 
TISING should in every manner be appropri- 
ate to the collective uses and advantages 
of such funds without seeking to popular- 
ize any particular use or advantage," As- 
Sociate Director of Examinations Robert C. 
Masters of the Federal Reserve Board told 
the record attendance of 2,181. But such 
Funds must be clearly identified as a 
method or facility of accomplishing "bona 
fide trust purposes" — so far as it is 
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vrofessionally, or even humanly, possible 
to distinguish the creator's intent. 


-eeeeeDTRUST STATISTICS ARE BEING REQUESTED 
by more and more legitimate inquirers and 
it is no longer a question of whether we 
should or should not provide them any 
statistics, but a matter of which and how. 
No longer can trustmen or bankers plead 
the excuse of "confidential information" 
when there is nothing identifiable or con- 
fidential about a total figure of account 
numbers or assets. As Mr. Masters pointed 
out, "the lack of information on either 
the total, the composition or the turn- 
over of personal trust portfolios repre- 
sents a serious deficiency," though he 
remarked the difficulties of getting uni- 
form classification by types of service 

or reSponsibility, and comparable valua- 
tions. 


BUSINESS VISIBILITY IS NOT AS GOOD as 
many, including Prof. Raymond Rodgers of 
New York University — and trust investors 
— would like, and he thinks the Middle 
East events have dampened our industrial 
boom, with outlook for lessened activity 
and profit margins. But neither he nor the 
panel of investment officers saw a "de- 
pression," unless by that iS meant any- 
thing less than continual new highs. While 
it is becoming more fashionable to talk 
more like a bear (and bulls can't keep 
bellowing forever without getting hoarse) 
hardly anyone in trust business seems 
willing to cut back his equity position. 
While brokers may be passing stocks back 
and forth, and some investors like a few 
of the investment companies may be sSwap- 
ping some stocks for bonds, the preference 
for commons as long term commitments for 
half of their discretionary funds, more 
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Story of the Trust Conference 


A husband and wife who were celebrating their 25th 
wedding anniversary boasted that they had never had 
a quarrel. Said the husband, ‘“‘We have made a simple 
arrangement: my wife decides all the little questions, 
and I decide the big ones.” Asked “what do you call 
little questions?” he replied, “Well, my wife decides 
where our children go to school, the type of house we 
live in and the neighborhood, the church we go to, 
where we go on our vacation, the kind of food we have, 
etc.—all those little things.” 

“What do you call the big questions?” 

“Oh,” replied the husband, “I decide the family 
policy toward Soviet Russia and the Middle East!” 











as well as less, was marked on the part 

of the four member investment panel. AS 
one commentator said "Don't sell stock 
just because the market was good to you." 
eeeeArthur Coburn, Jr., of Old Colony Trust 
Co. in Boston, speaking of pension and 
profit-sharing trusts, remarked that pur- 
chase of common stocks was continuing, to 
30% in many accounts, and that long-range 
inflation posed a need for growth-income. 
His reference to the "chipping-off" or 
ratio-readjustment policy was interesting 
as those who use some "formula" guide to 
balancing may soon be "chipping in" as 
equities show better yield and the outlook 
for future rise in interest rates appears 
likely....Advantages of trust fund di- 
versification are now being brought to a 
vast new area of customers and prospects 
through the collective or pooled plans for 
bank-managed funds of smaller companies, 
as Cecil Bronston of Continental Illinois 
National Bank & Trust Co. of Chicago 
pointed out. 


INVESTMENT OPPORTUNITIES, AND CAUTIONS, 
took the limelight in numerous other indi- 
vidual talks or commentaries. Donald 
Macurda of F. S. Smithers & Co., for ex-= 
ample, outlined the "breakthroughs" ex-= 
pected of aluminum usage in the immediate 
future, especially in more Transport 
equipment (auto, rail and ship as well as 
aircraft) and even more importantly in 
Construction as its No. 1 market, with an 
average of 1500 or so pounds per home com- 
pared with about 75 in 1955 building..... 
Shelby Cullom Davis, of the investment firm 
by same name, told a most receptive audi- 
ence that the heinous character of Mr. 
Hyde (in the shape of the disastrous under- 
writing losses of fire and casualty com- 
panies last year) had brought such share 
prices down to the point where the for- 
seeable reversal in this experience, to- 
gether with the rate increases already 
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getting into legislative channels, makes 
their discounted stocks quite attractive 
for investment, with the added factor of 
more extensive coverage to meet replace- 
ment value rises......Smaller trust de- 
partments should limit their "approved 
list" for investment media to no more than 
60 names, according to Arthur W. Joyce, 
senior vice president of Studley, Shupert 
& Co., Inc. Professional selection and 
supervision of some 15 bonds, 6 preferreds 
and the balance in equities make for a 
sound working basis which has been proven 
in actual operation. 

-»-e-David Maxwell, Esq., of Philadelphia, 
speaking from the exceptional vantage 
point of the presidency of the American 
Bar Assn., warned that we can none of us 
retain our proper freedom individually or 
collectively, nor even meet our trust, if 
we limit our attention to our business 
Specialty and fail to study and exert in- 
fluence on social and economic problems 
which can dominate our lives. 


THE HIGHER COUNCILS OF BANK MANAGEMENT 
can profit in many ways from introduction 
of trust department representation, and 
the progressive bank is naming its trust 
head or trust investment officer to the 
executive committee or board of directors. 
Erle Cocke of Fulton National Bank of 
Atlanta, as president of the American 
Bankers Assn., urged his audience to assert 
their rights and the values they can bring 
to top-drawer policy. The time has come, 
it seems, to get off the poor-relation 
knees and speak up for a proper share of 
recognition, voice and even budget! The 
able lawyers, as well as insurancemen and 
accountants, are not only appreciating how 
qualified trust officials benefit their 
clients and thus their own ability to 
serve them, but are more and more express- 
ing their belief to the widening circle 
of candidates for estate planning, busi- 
ness planning and property and investment 
protection. Perhaps it is time, he said, 
for trustmen to follow the recent lead of 
several states in reassessing costs and 
legislating trust fees in proportion to 
work and responsibility involved. The 
public too is seeing that the fiduciary 
laborer is worthy of his hire in many ways 
that amateurs used to think they could 
tread with profit, or at least impunity. 


HANDLING PEOPLE OR ACCOUNTS successfully 
takes the same basic capacity: considera- 
tion, but to give it adequately, execu- 
tives must be relieved of clerical func- 
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tions, said Joseph Keckeisen, of Chicago's 
First National Bank. There is real danger 
otherwise, as we face shortage of trained 
personnel to supervise the vastly in- 
creased fiduciary responsibilities. 


MANY GRANTORS WOULD BE MORE WILLING, and 
happier, to appoint a corporate trustee if 
they could give more leeway to the chief 
beneficiary as to income and principal 
distributions, according to Prof. A. J. 
Casner of Harvard Univ. who spelled out 
the rather wide choice of such controls. 

MOST DRAMATIC BUSINESS ON THE SCENE TO- 
DAY is Trusteeship, affected as it is by 
scientific discovery, a crisis at Suez, 
extra dividend of a company, or a death 
in the family or business. And for perhaps 
a penny a head, we could tell that story 
by moving picture (and thence TV) to mil- 
lions, said Miles Flint of Citizens Na- 
tional Trust & Savings Bank of Los 
Angeles. He cited favorable experience 
with a filmed interview and panel presen- 
tation and estimated an effective film 
could be done for $26,000. (The Trust 
Division of the New York State Bankers 
Assn. is working on a trust story film 
at almost double that expense and has al- 
ready sold bank rights covering more than 
half the cost). 





WHAT ARE BANKS REPORTING to Stockholders? 
Such substantial increases (many noted 
record highs) in trust assets and gross 
fiduciary income to elicit more enthusias- 
tic comment from bank management than ever 
before noted. In a growing number of 
banks, trust fees are now approaching or 
in some cases exceeding interest from se- 
curities as the second most important 
source of income. Where five or ten-year 
comparative figures are given, fiduciary 
gross has doubled or trebled, but too few 
banks yet follow the salutary lead of Bos- 
ton and Philadelphia trust companies and 
United States Trust of New York which re- 
port such totals distinct from "Other In- 
come" category......eMassachusetts trust 
companies, like Second Bank-State Street 
Trust of Boston, also show the way to 
informative statements of trust responsi- 
bilities by type and totals....Particular- 
ly noteworthy are evidences of greatly 
increasing "living" or contemporary ser- 
vices such as investment advisory and 
pension trusts, with banks of many sizes 
reporting expansion in corporate agencies 
eeeeEState Planning work was cited as the 
source of much new business. 
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Dividend Growth as Determinant of 


Common Stock Values 


LTHOUGH THE SELECTION OF STOCKS 

for long-term holding must always 
involve a number of criteria, the heart 
of the problem is usually productivity— 
how much over a period of time can be 
expected from Stock A, and how does 
this compare with Stock B or other 
available alternatives? Some high-qual- 
ity stocks are stable dividend producers, 
promising immediate and continuing 
good yields. Others are “growth stocks” 
promising small yields now but better 
ones later. If the portfolio can use either, 
which will be the more productive over 
the longer term, a stable producer priced 
to yield 514 per cent or a growth stock 
currently yielding 3 per cent? As of 
now there is no standard approach to 
an answer. The securities business has 
neither an accepted theory of growih 
stock values nor a device for measuring 
them. 


It is the purpose of this article to 
advance a simple and familiar theory of 
stock values—-a theory based entirely 
on future dividend productivity—and to 
suggest some easy rule-of-thumb meth- 
ods for comparing the values of non- 
growth, slow-growth, and fast-growth 
stocks. We shall show, for example, that 
a nongrowth stock at 17 times dividends, 
a medium-growth stock at 26 times divi- 
dends, and a fast-growth stock at 36 
times dividends may all be equally at- 
tractive in price—and we shall. show 
how to find out if they are. 


Our methods are not intended to pre- 
dict the course of the stock market or 
even to predict the prices which a trad- 
ing market will assign to individual 
stocks. Rather, they are intended to in- 
dicate, for the stocks and groups of 
stocks to which they are applicable, the 
long-term average yield to be expected 
on stock investments made at existing 
prices, or, conversely, the stock prices 
upon which desired average yields may 
be expected. 


We shall not neglect the capital gains 
aspect of earnings and dividend growth. 
Our stock value theory will indicate the 
causes of the great gains of the past 
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decade and provide a basis upon which 
future possibilities may be judged. 


Theory of Stock Value 


The most satisfactory theory for our 
purpose is the old and familiar concept 
upon which bond tables are based— 
namely, that the investment value of 
any security is the total of the mathe- 
matical present values of all future dis- 
tributions to be obtained from it, with 
present values computed at interest rates 
(yields) commensurate with the risk 
and other features of the security. This 
theory implies that in the last analysis 
stockholders will obtain nothing from a 
stock investment except such cash divi- 
dends (plus possibly a few rights, spin- 
offs, and other fringe benefits) as the 
corporation may pay before its ultimate 
oblivion. The dividends represent both 
income and recovery of principal to the 
stockholders, and the value of a share 
at any given time is simply the present 
value of the probable future dividends 
as foreseen at that time. Since a future 
sale of a share will merely transfer sub- 
sequent dividends to the purchaser, a 
share held for sale has the same value 
as one for permanent investment. 


It is sometimes urged that a theory 


1This approach is not confined to securities. It is 
also basic to the valuation of installment notes, 
mortgages, buildings, farms, and most other prop- 
erty. Nor is its application to stocks a new idea. 
It was utilized 20 years ago by J. B. Williams in 
his Theory of Investment Value, and has recently 
been discussed by Parker in the Analysts Journal, 
by Bing in the Commercial and Financial Chron- 
icle, and by Clendenin and Van Cleave in the Jour- 
nal of Finance. 


¢ 
of stock value based upon the dividends 
of future years is impractical because 
long-term dividend forecasts cannot be 
exact. It is true that long-term dividend 
projections are not likely to be perfect, | 
but it is also essential to remember that 
future dividends are in the long run the 
sole source of value, and the long-term 
investor who fails to anticipate them 
is ignoring the basic reason for his in- 
vestment—the payments which will re- 
turn his principal and the earned in- 
come. Investors who arrive at stock 
appraisals by multiplying past or cur- 
rent earnings and dividends by capitaliz- 
ation factors, or who rely on book values 
or market price histories, are simply 
obtaining substitutes for the dividend 
values which they need to evaluate. 
Whether these vaguely related substitute 
figures come any closer to sensible ap- 
praisals than an “inexact” estimate of 
the essential future dividends is some- 


what doubtful. 


Table I illustrates the ideas involved 

this present-value-of-dividends ap- 
proach. The table is purely mathemati- 
cal; the figures in it are the current price- 
dividend ratios applicable to any stocks 
which fit into the table. For example, 
the stock of a company whose business, 
earnings record, balance sheet, and other 
factors imply an indefinite continuation 
of the existing dividend rate is worth 
17.01 times dividends, assuming a stock 
quality to which the table’s 4-5-6-7 per 
cent yield schedule properly applies. 
However, the existence of an average 
3 per cent per year dividend growth 
trend which gave promise of continuing 
for the next 30 years would permit a 
current price-dividend ratio of 26.08, 
and still (under the conditions of the 
table) afford the investor the yields 
contemplated by the table. Similarly, a 5 
per cent growth trend expected to con- 
tinue for 20 years would justify a cur- 
rent price-dividend ratio of 31.21, and 
one expected to continue for 30 years 
would justify a ratio of 35.97. 


in 


Table I can also be used to check the 
rationality of quoted prices. For e.- 
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Table I 
Approximate Present Values of All Future Dividends on a stock 
now paying $1.00 per annum, if the dividend is expected to increase 
at the indicated compound rate for the indicated period of years and 
then remain stable until 100 years from today, and if the dividends 
of the first decade are discounted at 4%, those of the second at 5%, 
those of the third at 6%, and those of the remaining 70 years at 7%. 


Growth —————————_——— Annual Growth Rates —————————- 
Period 5% 4% 3% 1% 0% 

None $17.01 $17.01 $17.01 $17.01 $17.01 
10 years 24.85 23.04 21.37 18.37 17.01 
20 years 31.21 27.51 24.27 19.12 17.01 
30 years 35.97 30.55 26.08 19.51 17.01 
10 years - 39.65 32.67 27.22 19.69 17.01 
50 years _ 42.63 34.23 27.99 19.80 17.01 


Table II 
Approximate Present Values of the Future Dividends on a stock 
now paying $1.00 per annum, if the dividends are expected to grow 
at the indicated rates for 20 years and then remain .stable for the 
next 80 years, and if the dividends of the first decade are discounted 
at 4%, those of the second at 5%, those of the third at 6%, and 
those of the remaining 70 years at 7%. 


Growth Rate ————— ———— Present Values 





per year First Second Third Next 70 

Decade Decade Decade Years Total 
6% $10 85 $11.36 $ 7.36 $ 5.96 $35.53 
5% 10.35 9.84 6.09 4.93 31.21 
4A% 9.87 8.53 5.03 4.08 27.51 
3% 9.40 7.37 4.14 3.36 24.27 
2% 8.96 6.39 3.41 2.76 21.52 
1% 8.53 5.52 2.80 2.27 19.12 
O% 8.11 4.74 2.30 1.86 17.01 








ample, a $200 price for du Pont would 
be 30.8 times the 1956 dividend of 
$6.50: a projection of du Pont’s long- 
term growth rate plus an allowance for 
future inflation suggests a possible divi- 
dend growth approximating 5 per cent 
per year. The table indicates that a price 
of 30.8 times current dividends would 
meet its yield standards (4-5-6-7 per 
cent) if a 5 per cent dividend growth 


~ rate continued for about 20 more years, 


or 4 per cent rate for 30 years. 


Table II is included in our presenta- 
tion to console the skeptics who hesitate 
to base stock valuations upon uncertain 
estimates of the dividends of far distant 
vears. (These skeptics base their valua- 
tions upon past earnings and dividends 
which have no bearing at all on value 
recoveries in the future.) Table II shows 
the present values of dividends under 
assumed conditions for each of the next 
three decades and for the ensuing 70 
years, and a total which in each case 
is the theoretical proper current price- 
dividend ratio for the stock. 

It will be observed that on a non- 

















—Fletcher in Sioux City “Journal” 


“Hail, Hail, The Gang’s All Here!” 


BRUARY 1957 


growth stock the theoretical value is 70 
per cent recovered in the first two dec- 
ades, and only about 11 per cent of the 
value arises in periods more than 30 
years hence. On a stock promising a 
rapid 5 per cent growth the first two 
decades account for about 65 per cent 
of the value, and the period beyond the 
third decade about 16 per cent. These 
figures clearly indicate that the bulk of 
the value attaching to any stock tends 
to originate in the dividends of the 
first two decades, which are not beyond 
the scope of reasonable estimate. 


Dividend Growth Trends 


In the process of studying dividend 


growth we have examined the long-term 
per-share earnings and dividend records 
of many stocks and a number of market 
averages. Three salient facts emerge. 
First, it_appears that most major stocks 
other than the rate-regulated utilities 
have ultimately earned and paid more— 
perhaps about proportionately more — 
as a result of the 1940-1953 price-level 
inflation. Inflationary tendencies still 
persist, and therefore must be allowed 
for both in judging the past and in esti- 
mating future earnings and dividends. 
Second, when we remove the effects of 





-price-level_ change from the historical 


figures, average dividend growth rates 
on major stocks during the past 30 years 
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have not been very fast—for example, 
about 4 per cent per year for du Pont, 
3 per cent for General Electric, an 
average of 3-per cent for 8 major growth 
stocks, 2 per cent for Standard and 
Poor’s index of 50 industrials, 0 for a 
group of 10 good quality nongrowth in- 
dustrials which we compiled ourselves. 


Lhird, the growth rates and growth pat- 


terns are diverse, and except for the 


very large companies, are more predict- 
able when combined into groups. 

Despite stout resistance by the Fed- 
eral Reserve System and an anti-infla- 
tionary attitude by the administration, 
the general price level in the United 
States has risen nearly 5 per cent in the 
past four years. These have been good 
years, it is true, but it is also evident 
that public policy is basically inflation- 
ary, and for the long pull it seems rea- 
sonable to count on an average of one 
per cent per year of price-level inflation. 
The one per cent per year figure is only 
a guess, and it will accrue intermittently 
rather than steadily, but almost certainly 
something of the sort can be expected 
to influence future earnings and divi- 
dends, and must therefore be included 
as a factor in any estimates. 


Thus far we have repeatedly referred 
to a need for estimates on future earn- 
ings and dividends, without suggesting 
any methods. There are many statistical 
approaches to this type of estimation, 
including projections based on GNP, 
on industry growth trends, on sales and 
profit margin trends, and on product 
and resource development. We have 
been charting past earnings and divi- 
dend trends deflated for prices to obtain 
an idea of current and historic growth 
rates, and projecting these into the fu- 
ture with arbitrary allowances for in- 
dustry and company outlook and our 
ideas of future price levels. Admittedly 
we are guessing, but we are guessing at 
indispensable data, and we feel that our 
guesses are good enough to be worth 
while on the stocks of large established 
concerns and on groups of stocks com- 


bined. 


A word of caution is in order on the 
subject of earnings and dividend growth 
trends. We think that the rapid growth 
rate in the years 1946-1956 is in many 
cases abnormal, since the period is one 
of recovery from wartime price controls 
and excess profits taxes, of unusual 
technological progress and of almost un- 
interrupted prosperity. A long-term 
“trend” continuing the profits progress 
of 1946-1956 would be almost too good 
to be true. 
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Yields on Stocks 


Although “yields” of 4 to 5 per cent 
are commonplace on the market aver- 
ages and considerably lower ones are 
accepted on leading growth stocks, these 
are not generally regarded as the meas- 
ure of long-range performance on stock 
investment. Most dividends are expected 
to grow and long-range performance 
thus will exceed the current yield. 


An inspection of the yields (based on 
cash dividends plus nondiluting rights 
if any) on high-grade nongrowth or 
slow-growth stocks since 1950 leaves 
the impression that the market has usu- 
ally offered between 5 and 6 per cent 
on good quality nongrowth industrial 
equities. Since it seemed only reasonable 
that near-term dividends of fairly cer- 
tain amounts should be evaluated at 
lower rates of yield than were applied 
to the rather conjectural dividend esti- 
mates of distant years, we decided that 
our valuation tables (Tables I and II, 
previously discussed) should evaluate 
the dividends of the first decade at 4 
per cent yield, the second decade at 5 
per cent ,the third decade at 6 per cent, 
and the balance of significant time at 
7 per cent. Other tables of various sorts 
were constructed, but this one seems to 
fit market experience and common sense 
better than most. In our opinion, the 
table is applicable only to quality stocks 
with established dividend and earnings 
records. 


It would be possible, using Table I 
and a few others based on different 
growth and yield assumptions, to make 
very practical comparisons of the prices 
of stocks being considered for long-term 
investment. However, Table I calls for 
certain specific estimates which may be 
bypassed if one of two rule-of-thumb 
methods is used. 


Two Practical Rules of Thumb 


A rule of thumb is a convenient cal- 
culation process which obtains approxi- 
mate results by short-cut methods. Be- 
cause of the compensating tendencies of 
certain mathematical factors, two such 
short cuts seem feasible. These short 
cuts are specifically designed to give re- 
sults consistent with the 20-year growth 
values presented in Table I. 


Method No. 1. Estimate the probable 
annual payment rate (dividends plus 
rights) twelve years hence, and divide 
by current prices. This process will pro- 
vide comparable estimates of weighted 
average future yields on the current 
prices of fast-growth, slow-growth, and 
nongrowth stocks. Its chief weakness, if 





it be a weakness, is its inherent assump- 
tion that the growth trend embodied in 
the 12-year dividend estimate will con- 
tinue for a total of about 20 years and 
then level out. For a strong growth stock 
this is probably conservative— but, on 
the other hand, it may not be conserva- 
tive to pay cash money for any growth 
trend beyond its 20th year. 

An illustration of Method No. 1 may 
be in order. The 1956 du Pont dividend 
was $6.50 per share, a figure which 
seems quite in line with the company’s 
earning power and policies. Rights do 
not appear to be a significant factor. 
Next, a study of the company’s long- 
term past growth on a constant-dollar 
basis indicates a growth rate of about 
4 per cent per annum compounded. If 
this growth rate is accepted as contin- 
uing (and here we are illustrating, not 
predicting), our expectation of a future 


average annual price-level inflation _of ] 


per cent will lead us to place our divi- 


dend growth estimate at 5 per cent com- 
pounded. It therefore appears reasonable 
to estimate du Pont’s dividend 12 years 
hence at $6.50 x 1.05'*, or $11.65 per 
share. On du Pont’s recent price of 190 
this would “yield” 6.13 per cent—and 
we think that this yield provides an 
arithmetic comparison with yields simi- 
larly calculated on other stocks and by 
conventional methods on _ preferred 
stocks or bonds. Quality factors other 
than growth tendencies could obviously 
justify differences in yields, and opti- 
mism regarding the duration of a growth 
trend would lead to a belief that the 
computed yield was understated or over- 


stated. 

Method No. 2. Estimate the annual 
distribution rate twelve years hence, and 
appraise the stock by multiplying by 15 
to 19 depending on stock quality. In 
this context the word quality does not 
include growth capacity, but does in- 
clude capital structure, trade position, 
management and other strength aspects 
of the firm. Most of the inherent assump- 
tions of Method No. | and its conserva- 
tive handling of strong growth trends 
are inherent in Method No. 2 also. 


Obviously, stock appraisals made by 
this method will be out of line with 
both high and low markets. They are 
chiefly useful as devices for comparing 
the values of different stocks, and to 4 
less degree in establishing intrinsic va! 


‘ues for comparison with market quota- 


tions. 


Capital Gains 


Thus far our discussion has stresse“ 


(Continued on page 136) 
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The never-ending search for oil takes men to 
strange places—even to ocean floors. 


Here Mobil scientists, the first company team of 
research geologists trained as skin divers, probe 
the bottom of the Gulf of Mexico. 


From their findings have come clues which may 
lead to the location of new oil reserves to strength- 
en the Free World—to guarantee you a continu- 
ous and abundant flow of the thousands of 
products made from petroleum toenrich your life. 


Training geologists as skin divers is but one of 
Mobil’s pioneering methods of exploring new 
petroleum frontiers in a world where oil is 
ever more difficult and expensive to find. 


This progressive policy resulted in the first tap- 
ping of off-shore oil reserves out of sight of land 
—another example of Mobil’s master touch in oil. 


For more information about skin diving for oil, 
write to Room 2400, Socony Mobil Oil Co. Inc., 
150 East 42nd Street, New York 17, N. Y. 


SOCONY MOBIL OIL CO., INC. 


Leader in lubrication 


for 91 years 
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THE Proposep Girt TAX REGULATIONS 


Highlights of Significant Changes 


N THE FOLLOWING COMMENTS ON THE 
| bate gift tax regulations,* atten- 
tion will be called to significant depar- 
tures from the present regulations and 
certain other matters, not necessarily 
new, which seem to be of particular im- 
portance. The changes in form and ar- 
rangement are exceedingly numerous 
and will not necessarily be noted. 


Residence and citizenship (§ 25.2501- 
2). The tax applies to donors who are 
either citizens of the United States irre- 
spective of residence or residents irre- 
spective of citizenship. This regulation, 
as did its predecessor (§ 86.4), seems to 
consider a transfer of foreign real estate 
as taxable. The correctness of this view, 
even the jurisdiction to tax, may be 
doubted. See Estate of Wm. H. Lyman, 
23 B.T.A. 540 (1931; non-acq.), app. 
dism. 55 F, 2d 1077 (C.A. 9 1932). The 
coordinate estate tax provision excludes 
foreign real estate (§ 2031). 


For special rules applicable to gifts by 
nonresident aliens, see Section 25.2511- 
3, infra. 

Subsection (b) defines residence in 
terms of domicile. 


Future interests in property (§ 25.25- 
03-3). This subject matter has been 
greatly expanded from Reg. 108, Section 
86.11, and numerous illustrations are 
given. Subsection (b) (in part) : 


“* * * if a donee has received a 
present interest in property, the pos- 
sibility that such interest may be di- 
minished by the transfer of a greater 
interest in the same property to the 
donee through the exercise of a power 
is disregarded in computing the value 
of the present interest, to the extent 
that no part of such interest will at 


any time pass to any other person 
* * * 9 


The quoted excerpt relates to the last 
sentence of Section 2503(b), added by 
the 1954 Code, which overruled such 
cases as Evans v. Comm., 198 F. 2d 435 


*Sec. 25.2501-1 to 25.2524-1 published in the 
Federal Register January 3, 1957. Included also 
are regulations relative to procedure and admini- 
stration, Sections 25.6001-1 and following. 
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(C.A. 3 1952), and Kniep v. Comm., 
172 F. 2d 755 (C.A. 8 1949). 


Transfer for the benefit of a minor 
(§ 25.2503-4). This new regulation is 
based on Section 2503(c), added by the 
1954. Code. It is stated, Subsection (b), 
that a power of appointment in the 
donee will satisfy the requirements for 
exclusion, but that there must be no re- 
strictions of substance (as distinguished 
from those merely formal, see § 25.2523 
(e)-1, infra), either by law or by the 
terms of the instrument of transfer, on 
the exercise of the power; for example, 
if under local law a minor is incapable 
of executing a will, the giving of a 
power of appointment to the minor 
donee will not satisfy the requirement, 
and a similar rule applies to restrictions 
imposed by the governing instrument or 
by law upon the exercise of an inter 
vivos power of appointment. 


Subsection (b) (1) states that a trans- 
fer does not fail to satisfy the conditions 
for exclusion “by reason of the mere fact 
that— 


“(1) The amount expended by or 
for the benefit of the donee during 
minority may be limited to an amount 
necessary (determinable within the 
discretion of any person) for his sup- 
port, health or education, provided 


such discretionary authority may not 
be exercised so as to deny the donee 
the right to the property or income 
in case of need.” 


The donee on reaching age 21 may be 
given the right to extend the term of 
the trust ((b)(2)). Provision may be 
made for a disposition of property or 
income not expended during the donee’s 
minority to persons other than donee’s 
estate in the event of default of appoint- 


ment by him ((b) (3)). 


Subsection (c) points out that though 
a gift to a minor does not satisfy the 
requirements of Section 2503(c), it may 
satisfy exclusion requirements generally 
to the extent that a present interest with 
respect to the right to income is con- 
ferred. 


Taxable gifts for preceding years 
(§ 25.2504-1). In determining _ the 
amount of taxable gifts for preceding 
years the exclusions allowed at the 
time the gifts were made are taken into 
account but the maximum specific ex- 
emption allowable cannot exceed $30,- 


000. 


Valuation of certain gifts for preced- 
ing calendar years (§ 25.2504-2). This 
new section is an interpretation of Sec- 
2504(c) added by the 1954 Code. It 
provides that if a tax was actually as- 
sessed or paid for the prior calendar 
year and the period with which an as- 
sessment may be made has expired, the 
value of the earlier gifts is that used in 
computing the tax for the last preceding 
calendar year for which a tax was as- 
sessed or paid. A caveat is noted that 
this rule does not prevent an adjustment 
where no tax was paid or assessed for 
the prior year and that it will not pre- 
vent adjustment if issues other than 
valuation of the property are involved. 


Transfers in general (§ 25.2511-1). In 
general this follows Reg. 108, Section 
86.2. Subsection (b) provides that in 
the case of nonresident aliens not en- 
gaged in business in the United States 
during the calendar year, the tax is in- 
posed only if the gift consists of rea’ 
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estate or tangible personal property sit- 
uated within the United States. 


The provisions of Reg. 108 relative to 
indirect gifts are considerably amplified. 
The following provision (Subsec. (c) ) 
suggests a point it is well to remember 
since the result may depend upon the 
time when testamentary gifts vest. 


“* * * the renunciation of a gift, 
bequest, or inheritance, if under local 
law title does not immediately vest, 
is not a gift if the renunciation is 
complete, and is made within a rea- 
sonable time after knowledge of the 
existence of the interest. * * *” 


This is perhaps of special interest in 
jurisdictions (e.g., California, Prob. 
Code § 28), where testamentary disposi- 
tions are presumed to vest at death. It 
is further stated (Subsec. (c) ): 


“*t * * A renunciation of only a 


portion of the property is not a com- 
plete and unqualified refusal to accept 
the property to which one is entitled. 


* * #9? 

The payment by one spouse of all the 
tax shown on a joint income tax return 
is not treated as a gift (Subsec. (c)). 
The same rule applies where husband 
and wife consent to a gift, and one of 
them pays the entire tax. 


Where the donor retains an interest, 
its substantiality will be inquired into 
(Subsec. (d)). An illustration is given 
of a donor 65 years old transferring a 
life estate in property to A, aged 25, 
with reversion to the donor in certain 
contingencies. The gift tax will “normal- 
ly” be applicable to the entire value. 


Though donative intent is not an 
essential element in applying the gift 
tax (Subsec. (f) ), the tax is not applic- 
able to ordinary business transactions 
(see § 25.2512-8, infra). A transfer of 
property by a trustee is not a taxable 
transfer if made pursuant to a fiduciary 
power where the power is limited by 
“a reasonably fixed or readily ascertain- 
able standard which is set forth in the 
trust instrument, even though the trustee 
has a beneficial interest in the trust 
property.” 


“* * * A clearly measurable stand- 
ard under which the holder of a power 
is legally accountable is such a stand- 
ard for this purpose. For instance, a 
power to distribute corpus for the ed- 
ucation, support, maintenance, or 
health of the beneficiary; for his rea- 
sonable support and comfort; to en- 
able him to maintain his accustomed 
‘ttandard of living; or to meet an 
emergency, would be such a standard. 
lowever, a power to distribute corpus 
or the pleasure, desire, or happiness 
f a beneficiary is not such a stand- 
rd. * * *” (Subsec. (f) (2).) 
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It is important to note (Subsec. (f) 
(2)) that if 


“* * * the determination of the 
trustee shall be conclusive with re- 
spect to the exercise or nonexercise of 
a power, the power is not limited by 
a reasonably definite standard. How- 
ever, the fact that the governing in- 
strument is phrased in discretionary 
terms is not in itself an indication 
that no such a standard exists.” 


The illustrations relative to gifts by 
and to corporations contained in the 
former Regulations (§ 86.2(a)) are 
amplified (Subsec. (g)(1)). A gift to 
a corporation is a gift to the other 
shareholders to the extent of their pro- 
portionate interests. The rule of Hering- 
er v. Comm., 235 F. 2d 149 (C.A. 9 
1956), is adopted on this point. 


Regarding the creation of joint inter- 
ests between husband and wife, a sub- 
ject matter greatly modified by Section 
2515 of the 1954 Code, see Section 25.- 
2515-1, infra. 


Cessation of donor's dominion and 
control (§ 25.2511-2). 


“* * * if a donor transfers property 
to another in trust to pay the income 
to the donor or accumulate it in the 
discretion of the trustee, and the 
donor retains a testamentary power 
to appoint the remainder among his 
descendants, no portion of the trans- 
fer is a completed gift.1 On the other 
hand, if the donor had not retained 
the testamentary power of appoint- 
ment, but instead provided that the 
remainder should go to X or his heirs, 


1The rule stated has a bearing on election by a 
spouse to take under a deceased spouse’s will dis- 
posing of the survivor’s property (separate or 
community). 
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the entire transfer would be a com- 
pleted gift. However, if the exercise 
of the trustee’s power in favor of the 
grantor is limited by a fixed or readily 
ascertainable standard, enforceable by 
or on behalf of the grantor, then the 
gift is incomplete to the extent of the 
ascertainable value of any rights thus 
retained by the grantor.” (Subsec. 


(b).) 


Regarding adverse interests, the ex- 
istence of which may determine whether 
a gift is complete, the regulations say 


(Subsec. (e) ): 


“* * * Nor is a person considered 
as having an adverse interest in the 
property or income solely by reason 
of his standing as a spouse or rela- 
tive of the donor.” 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in .« 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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If a donor transferring property to 
himself as trustee, or to himself and 
some other person not possessing a 
substantial adverse interest, retains no 
power over it except fiduciary powers, 
the exercise of which is limited by a 
readily ascertainable standard to change 
the beneficiaries, the gift is complete 


(Subsec. (g) ). 


The delivery of a properly endorsed 
stock certificate to the donee or his agent 
is a completed gift (Subsec. (h)), but 
this rule does not apply where the de- 
livery is to the donor’s agent. In that 
case the gift is complete only on transfer 
on the books of the corporation. 


Transfers by nonresidents not citizens 
(§ 25.2511-3). As stated in Section 25.- 
2511-1 above, if the nonresident alien 
donor was not engaged in business in 
the United States during the taxable 
year, the tax applies only to the trans- 
fer of real and tangible personal prop- 
erty situated in the United States. If 
he was engaged in business, the transfer 
applies to all property, real or personal, 
tangible or intangible, situated in the 
United States. Shares of stock of a non- 
resident alien donor constitute property 
within the United States if issued by a 
domestic corporation irrespective of the 
physical location of the certificates, but 
since a share of stock is intangible prop- 
erty, its transfer by a nonresident alien 
is subject to the tax only if the donor 
was engaged in business in the United 
States during the taxable year (Subsec. 
(b) (2)). This provision is new in the 
1954 Code. The tax does not apply to 
shares of stock owned by a nonresident 
alien donor if issued by a corporation 
other than a domestic corporation irre- 
spective of location of the certificates 
(Subsec. (b) (3) ). 


Valuation of property . . . Stocks and 
bonds (§ 25.2512-2). In Subsection (e) 
is a recognition of the “blockage” rule 
“in certain exceptional cases.” The pro- 
visions relative to cases where selling 
prices or bid and asked prices are un- 
available are restated (see Reg. 108, 
§ 86.19(c) ) and somewhat amplified. 


Valuation of certain life insurance 
and annuity contracts (§ 25.2512-6). 
This section relates to the commercial 
type of contract. Values are determined 
in some cases by the sale of the particu- 
lar contract in question (as where it is 
a paid up contract) or through the sale 
by the company of comparable contracts. 
The valuation through the sale of com- 
parable contracts is not readily ascer- 
tainable when the gift is of a contract 
which has been in force for some time 
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and on which further premium pay- 
ments are to be made. In that case as 
under the former regulations (§ 86.19- 
(i) ), the value is approximated by add- 
ing to the interpolated terminal reserve 
at the date of the gift a proportionate 
part of the gross premium last paid be- 
fore the date of the gift which covers 
the period extending beyond that date. 
It is recognized that there may be un- 
usual features of the contract which 
make that approximation not reasonably 
close to value. Various examples are 
given. 


Effect of excise tax (§ 25.2512-7). 
This new section relates to the effect of 
excise taxes (as for example on jewel- 
ry, furs, etc.). The excise tax is a factor 
in valuation to the extent that it affects 
the fair market value. 


Transfers for insufficient considera- 
tion (§ 25.2512-8). The familiar test of 
value in money or money’s worth is 
repeated. A relinquishment of dower 
or curtesy or other marital rights is noi 
such a consideration. 


“* * * A transfer of property which, 
or the income from which, is to be 
used in the future to discharge a don- 
or’s obligation to support a dependent 
is not a transfer for a consideration 
in money or money’s worth, unless 
under local law the transfer operates 
completely to discharge the donor’s 
obligation.” 


Gifts by husband or wife to third 
party (§ 25.2513-1). Where each spouse 
is a citizen or resident of the United 
States, one-half of a gift made to a 
third person is attributed to his spouse. 
Various examples of the application of 
the section are given (Subsec. (d)). 
Consent of the non-donating spouse must 
be made in the manner prescribed by 
Section 25.2513-2. 


Revocation of consent (§ 25.2513-3). 
A duplicate of the revoking instrument 
has to be filed with the District Direc- 
tor on or before April 15 of the year 
following the close of the calendar year. 


Joint and several liability for the tax 
(§ 25.2513-4). A consenting and non- 
revoking spouse is liable jointly with 
the donor spouse. 


Transfers under power of appoint- 
ment (§ 25.2514-1). The changes here 
in substance are not great. It has been 
the rule since 1951 that a power ex- 
pressly not exercisable in favor of the 
donee, his creditors, his estate, or the 
creditors of his estate, is a limited and 
not a general power. The new regula- 
tions make clear what was necessarily 
heretofore implied, namely, that if the 





instrument creating the power affrma- 
tively limits it to designated persons or 
classes other than the donee, his cred- 
itors, etc., it is a limited power (Subsec. 
(c) (1) (a)). The following is new: 


“A beneficiary may have two pow- 
ers under the same instrument, one 
of which is a general power of ap- 
pointment and the other of which is 
not. For example, a beneficiary may 
have a general power to withdraw a 
limited portion of trust corpus during 
his life, and a further power exercis- 
able during his lifetime to appoint 
the corpus among his children. The 
latter power is not a general power 
of appointment (but its exercise may 
cause a release of the former power; 
see example in paragraph (b)(2) of 
this section above).” (Subsec. (c) (1) 


(b).) 


Defining the “ascertainable standard” 
specified under Section 2514(c) (1), the 
regulations contain the following new 
provisions: 


“* * * Examples of powers which 
are limited by the requisite standard 
are powers exercisable for the hold- 
er’s ‘support,’ ‘support in reasonable 
comfort,’ ‘reasonable comfort and sup- 
port,’ ‘maintenance in health and 
reasonable comfort,’ ‘education, in- 
cluding college and professional edu- 
cation,’ ‘health,’ and ‘medical, dental, 
hospital and nursing expenses and ex- 
penses of invalidism.’ In determining 
whether a power is limited by an as- 
certainable standard, it is immaterial 
whether the beneficiary is required to 
exhaust his other income before a 
power can be exercised. The fact that 
the governing instrument gives the 
holder of a power discretion to de- 
termine amounts to be distributed un- 
der the power is not in itself an indi- 
cation that the power is not limited 
by the requisite standard.” 


A general power created on or be- 
fore October 21, 1942, is not taxable 
unless exercised (§ 2514(a), 1954 
Code). The regulations contain the fol- 
lowing new provisions (Subsec.(e) ) : 


“* * * A power of appointment cre- 
ated by an inter vivos instrument ex- 
ecuted on or before October 21, 1942, 
is considered as created after that 
date if on that date the instrument 
was revocable, or was amendable in 
a manner which could substantially 
affect the terms of the power or the 
identity of its holders, other than by 
or with the consent of the possessor 
of the power. However, a power is 
not considered as created after Octe- 
ber 21, 1942, merely because the 
power is not exercisable or the ident- 
ity of its holders is not ascertained 
until after that date. * * *” 


Powers of appointment created on or 
before October 21, 1942 (§ 25.2514-2) 


(Continued on page 182) 
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Coal eyes the future 


...and here’s how banks help. 


There’s more to a chunk of coal than 
meets the eye. 


Stored inside this most basic of fuels 
is the age-old energy of the sun. And 
now, coal that once served man as fuel 
alone goes into everything from lead 


pencils to linoleam—DDT to TNT. 


lo unlock the riches of coal, many 
people work together. Men who mine 
the coal. Manufacturers who build ma- 
chines and safety devices that increase 
coz! production. Research men who, 
da by day, develop new coal by-prod- 


ucts. And there are bankers too. 


COAL CASH 
Bank loans provide ready cash for min- 
ing and delivering the coal that pow- 
ers industry, generates our electricity, 
and keeps the home fires burning. 
Bank financing helps export millions 
of tons of coal to nations all over the 
world. And bank loans back the con- 
version of coal into countless products. 


YOU WIN 


In the coal industry, as in almost all 
business, large or small, bankers are at 


work. Their services and resources are 
available wherever they can help most 
to stimulate growth and productivity. 

The Chase Manhattan Bank of New 
York, leading lender to U.S. industry, 
is proud of the contribution commer- 
cial banks are making to the well-being 
of the entire nation. 


THE 
CHASE 
MANHATTAN 
BANK 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


(One of a series of advertisements appearing in New York City newspapers) 
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Final Regulations on 


TAXATION OF ESTATE AND TRUST INCOME 


on income of estates and trusts un- 
der the Internal Revenue Code of 1954, 
promulgated December 20, 1956, make 
several important changes in the pro- 
posed regulations.’ This article is con- 
fined to a discussion of that part. of the 
regulations relating to Sections 641 to 
663 of the Code, setting forth the gen- 
eral rules for the taxation of income of 
estates and trusts and for apportioning 
income between estates and trusts and 
their beneficiaries. 


i VINAL REGULATIONS ON THE TAXATION 


A large part of the regulations is 
necessarily devoted to a repetition of 
the statutory rules. Other salient pro- 
visions are discussed below. 


Termination of Estates and Trusts 


The statute provides that where at the 
time of termination an estate or trust 
has certain deductions in excess of in- 
come, the excess deductions shall be 
allowed to the beneficiaries succeeding 
to the property, that is, the legatees or 
devisees of an estate or the remainder- 
men of a trust.” The statute does not 
contain rules for determining when an 
estate or trust may be considered ter- 
minated. Even where the fiduciary 
wishes to make a complete distribution 
of the assets, it is usually advisable to 
retain some amount to provide a re- 
serve for contingent expenses. In order 
that there may be no doubt about the 
fact that the estate or trust has termin- 
ated, so that the beneficiaries will be 
entitled to take the excess deductions, 
many fiduciaries have followed the prac- 
tice of distributing all assets and in 
some instances taking back from the 
beneficiaries a bond or collateral to pro- 
vide for contingent liabilities. 


The regulations* say that generally, 
the determination of whether a trust 
has terminated depends upon whether 
the trust property has been distributed 


1Published May 2, 1956, and discussed in TRUSTS 
AND ESTATES, June 1956, p. 505. 

2Sec. 642(h). Sections not preceded by “1” are 
sections of the Internal Revenue Code of 1954. Sec- 
tions preceded by ‘“1’’ are sections of the final 
regulations. 


8Sec. 1.641 (b)-3(b). 
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GEORGE CRAVEN 





The author, member of the bar of Penn- 
sylvania, New York, Florida and Georgia, 
now a partner with the Philadelphia law 
firm of Barnes, Dechert, Price, Myers & 
Rhoads, has specialized in taxation for more 
than twenty-five years. Member of the Tax 
Section of the American Bar Association 
and of the Committee on Taxation of the 
Philadelphia Bar Association, he has written 
and lectured widely on tax subjects. 





to those intended to receive it, rather 
than upon whether the trustee has ren- 
dered his final accounting. They say 
further that a trust will be considered 
as terminated “when all the assets have 
been distributed except for a reasonable 
amount which is set aside in good faith 
for the payment of unascertained or 
contingent liabilities and expenses (not 
including a claim by a beneficiary in 
the capacity of beneficiary).” A similar 
rule was applied by a court in a case 
where it was held that a corporation was 
completely liquidated for the purpose 
of establishing a loss of a stockholder, 
despite the retention of a small reserve 
to provide for contingent liabilities.* 


It is stated further in the regulations” 
that a trust does not terminate automati- 
cally upon the happening of an event by 
which the duration of the trust is meas- 
ured, such as the death of the income 
beneficiary. The trust continues after the 
beneficiary’s death for a period reason- 
ably necessary to a proper winding up 
of the affairs of the trust. This same 
rule has been adopted by the courts for 
trusts of personal property in determin- 
ing that losses on sales of trust assets 
made after the death of the income 
beneficiary are not allowable as deduc- 
tions to the remaindermen.® 


Allocation of Classes of Income 
to Charities 


The revenue authorities contended 
under prior law that items of gross in- 
come of an estate which constituted 


4Comm. v. Winthrop, 98 F. 2d 74 


1938). 
5Sec. 1.641 (b)-3(b). 


®See Della M. Coachman, 16 T.C. 1432 (1951); 
Russell v. Bowers, 27 F. Supp. 13 (S.D.N.Y. 1939). 


(2nd Cir. 


“gross income in respect of a decedent” 
and which became part of corpus be- 
cause they had accrued at the time of 
death did not qualify for the charitable 
deduction when paid to or set aside for 
a charitable organization. That conten- 
tion was rejected in Estate of Clymer v. 
Comm.‘ 


The regulations recognize the correct- 
ness of the principle of the Clymer case 
under the 1954 Code and provide that 
income of that character qualifies for 
the charitable deduction.* They provide 
further that in the absence of a pro- 
vision in the will or trust instrument to 
the contrary, income paid to or set aside 
for a charity must include a proportion- 
ate part of each class of income, such as 
fully taxable income, partially taxable 
income and tax-exempt income. Apply- 
ing the language of the statute, the reg- 
ulations point out that where long-term 
capital gain is paid to or set aside for 
charity, the deduction is limited to 50 
per cent of such gain.® 


Waiver of Right to Deduct 
Expenses on Estate Tax 
Return 


Certain administration expenses of an 
estate may be claimed as either estate 
tax deductions or income tax deductions 
on the returns of the estate. The deduc- 


tion of such amounts for income tax | 


purposes is forbidden by the statute un- 
less there is filed “within the time and 
in the manner and form prescribed by 
the Secretary or his delegate” a state- 
ment that the amounts have not been 
allowed as estate tax deductions and a 
waiver of the right to the estate tax 
deduction.!° 


The regulations! provide that the re- 
quired statement shall be filed with the 
income tax return on which the items 
are claimed or with the District Di- 
rector for association with the return 


7221 F. 2d 680 (3rd Cir. 1955). 
8Sec. 1.642 (c)-1. 

Sec. 1.642 (c) -3. 

10Sec. 642(g). 

Sec. 1.642(g)-1. 
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and that the statement may be filed at 
any time» before the expiration of the 
period of limitations for assessment of 
the tax. They say that the claiming of 
a deduction for estate tax purposes does 
not preclude the allowance of the de- 
duction for income tax purposes, if the 
estate tax deduction is not finally al- 
lowed and the statement is filed; but 
that after the required statement is filed 
for income tax purposes, the amount 
cannot thereafter be allowed as an es- 
tate tax deduction. 


The regulations point out that certain 
of such deductions may be taken for es- 
tate tax purposes and others for income 
tax purposes and also that the rule for- 
bidding double deductions does not ap- 
ply to deductions accrued at the time of 
death, which are allowable for both 
estate tax and income tax purposes.!* 


Unused Capital Loss Carryover 


The statute allowing excess deductions 
to a beneficiary succeeding to the prop- 
erty of an estate or trust does not refer 
to a capital loss but refers to a capital 
loss carryover.'® This raises the ques- 
tion whether the amount of an excess 
capital loss is deductible by a benefici- 
ary in the year of termination of the 
estate or trust or whether the benefici- 
ary must wait until the following year 
and deduct the amount as a capital loss 
carryover. The regulations'* solve the 
problem by allowing an excess capital 
loss of an estate or trust in the year of 
termination as a carryover to the bene- 
ficiary in the same year and in the four 
succeeding years. 

In an example, they say that if a 
trust terminates in 1954, when it has a 
capital loss carryover based on a 1952 
transaction, the beneficiary may carry 
over the loss to his returns for the years 
1954, 1955 and 1956. The regulations 
thus treat the year 1954 as one year for 
the trust and an additional year for the 
beneficiary. 


Meaning of Beneficiaries 
Succeeding to Property 


For the purpose of the excess deduc- 
tions, the proposed regulations defined 
the phrase “beneficiaries succeeding to 
the property of the estate or trust” to 
mean only those persons receiving 
amounts which are not excluded from 
income of the beneficiaries by Sec. 
663\a) of the Code as specific gifts or 
bequ ests of money or property payable 
in not more than three installments. 


See, 1.642 (g) -2. 

See. 642(h). 

“Sec, 1,642 (h)-1 and 5. 

*Proposed regulations Sec. 1.642(h)-1(c). 
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The proposed regulations thus would 
have denied an excess deduction to a 
specific legatee or devisee, even though, 
because of insufficiency of assets of the 
estate, he did not receive the full amount 
of his bequest or devise. The proposed 
regulations were of doubtful soundness. 

The final regulations'® state what is 
believed to be the correct rule. They 
say that the phrase means “those bene- 
ficiaries upon termination of the estate 
or trust who bear the burden of any 
loss for which a carryover is allowed, 
or of any excess of deductions over 
gross income for which a deduction is 


16Sec. 1.642 (h) -3. 


allowed.” They make it clear that the 
phrase includes the legatee of a specific 
sum of money to the extent that his 
legacy is not paid in full. 


Effect of Capital Gains 
on Distributable Net Income 


The amounts which are taxable to the 
beneficiaries in any year are limited to 
the distributable net income of the es- 
tate or trust, as defined in the statute, 
for that year.'7 The statute provides 
that capital gains shall be excluded from 
distributable net income to the extent 
that they are allocated to corpus and 


17Secs. 652 (a), 662(a), 643 (a). 
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are not (a) paid, credited or required 
to be distributed to a beneficiary during 
the taxable year or (b) paid, perma- 
nently set aside or to be used for chari- 
table purposes; and that capital losses 
are excluded except to the extent that 
they are taken into account in determin- 
ing the amount of capital gains which 
are distributed or distributable to bene- 
ficiaries.'* 


The statute does not furnish any guide 
for determining whether capital gains, 
which are allocated to corpus on an ex- 
ecutor’s books, are to be considered 
distributed when amounts of principal 
are distributed from a commingled bank 
account which includes proceeds of the 
sale of property at a gain. One of the 
requirements for exclusion — that capi- 
tal gains be allocated to corpus — can 
be satisfied by bookkeeping entries. But 
how does the executor satisfy the re- 
quirement that gains shall not be dis- 
tributed ? 


The regulations'® appear to create a 
presumption or general rule that capital 
gains are not included in distributable 
net income. They say that capital gains 
are not ordinarily considered as paid, 
credited or required to be distributed to 
a beneficiary unless they are (1) allo- 
cated to income under the terms of the 
governing instrument or local law by 
the fiduciary on its books or by notice 
to the beneficiary, (2) allocated to cor- 
pus and actually distributed to a bene- 
ficiary or (3) utilized in determining 
the amount which is distributed or re- 
quired to be distributed. 


The regulations fail to state a definite 
rule for determining when capital gains 
which are allocated to corpus are to be 
considered “actually distributed to a 
beneficiary.” In an example, they say 
that where an amount is realized from 
the sale of securities at a profit and an 
equivalent amount in excess of income 
is distributed and the capital gain is 
not allocated to the beneficiary to whom 
the distribution is made, the capital gain 
“will not ordinarily be included in dis- 
tributable net income.” They say, how- 
ever, that “if the trustee follows a regu- 
lar practice of distributing the exact 
net proceeds of the sale of property, 
capital gains will be included in dis- 
tributable net income.””° 


The regulations are not entirely sat- 
isfactory on this point. It was held under 
the pre-1942 law, when a distribution of 
prior years’ income was not taxable to 


18Sec. 643 (a) (3). 
2°Sec. 1.643 (a) -3. 
20Td. 
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a beneficiary, that the executor could 
identify a distribution from a com- 
mingled bank account as a distribution 
of prior years’ income by making an 
entry to that effect on the check.”! Since 
there is no provision in the 1954 Code 
which deals with identification in such 
cases, the same rule should apply under 
present law in determining whether 
capital gains are distributed and thus 
become a part of distributable net in- 
come. 


Perhaps the language of the regula- 
tions quoted above is intended to mean 
that in the absence of an identification 
of a distribution as including capital 
gains, capital gains will not be deemed 
distributed. This point is in need of 
clarification. 


Treatment of Capital Gains 
in Year of Termination 


The courts have held under the pre- 
1954 law that where, following an event 
which measures the duration of a trust, 
such as the death of the income benefici- 
ary, trust securities are sold at a loss, 
the loss is not deductible on the returns 
of the remaindermen.*” The same rule 
would be applicable under the 1954 
Code except in the case of excess de- 
ductions in the year of complete termin- 
ation. A point which has caused fiduci- 
aries some concern is whether capital 
gains realized after the death of the in- 
come beneficiary should be taxed to the 
trust or to the remaindermen. If the 
capital gains are in fact distributed dur- 
ing the taxable year, it seems clear that 
they are taxable to the beneficiaries. 
The rule is not so clear where the gains 
are retained by the trustees until a sub- 
sequent year. 


The regulations appear to treat such 
gains as income required to be distribu- 
ted currently and consequently taxable 
to the beneficiary, whether or not dis- 
tribution is made during the taxable 
year. In an example, they say that if 
a trustee is directed to hold a parcel 
of real estate for ten years and then 
sell it and distribute the proceeds to a 
named beneficiary, any gains realized 
from the sale will be taxable to the 
beneficiary. In another example, they 
say that if a trust instrument directs 
that the principal be paid to a benefi- 
ciary when he reaches a specified age, 
“all capital gains realized in the year 
of termination will be included in dis- 
tributable net income.”** The latter ex- 


21Ethel S. Garrett, 45 B.T.A. 848 (1941). 


22See Della M. Coachman, 16 T.C. 1432. (1951); 
Russell v. Bowers, 27 F. Supp. 13 (S.D.N.Y. 1939). 


*8Sec. 1.643 (a)-3. 





ample probably refers to a termination 
by complete distribution, although un- 
der the former example, the regula. 
tions appear to provide that the gains 
would be taxable to the beneficiary 
whether or not distribution is made. 


Another provision of the regulations”+ 
states that “during the period between 
the occurrence of an event which causes 
a trust to terminate and the time when 
a trust is considered as terminated un- 
der this section, the income and the ex- 
cess of capital gains over capital losses 
of the trust are in general considered 
as amounts required to be distributed 
for the year in which they are received.” 
In an example, they say that where an 
income beneficiary dies on November 1, 
1955 but no distribution is made to the 
remaindermen until the following year, 
the income of the trust and the capital 
gains, to the extent that they do not be- 
long to the deceased income beneficiary, 
are considered amounts required to be 
distributed to the remaindermen for the 
year 1955. 


Allocation of Classes 
of Income 
to Beneficiaries 


The statute provides that amounts of 
income shall have the same character in 
the hands of the beneficiaries as in the 
hands of the trust and that various 
classes of income shall be allocated rata- 
bly to the beneficiaries unless the terms 
of the governing instrument “specifi- 
cally allocate different classes of income 
to different beneficiaries”.*° The statu- 
tory language seems to indicate clearly 
that a will or trust instrument may 
allocate certain classes of income, such 
as tax exempt income, foreign income 
or dividends, to particular beneficiaries. 


The regulations,°° however, add a 
qualification which does not seem justi- 
fied by the statutory language. They say 
that the terms of the trust instrument 
are considered specifically to allocate 
different classes of income to different 
beneficiaries only to the extent that the 
allocation “has an economic effect inde- 
pendent of the income tax consequences 
of the allocation.” In an example they 
say that if there is a provision directing 
the trustee to pay half of the income or 
$10,000 out of the income to A and the 
balance of the income to B, but directing 
the trustee first to allocate a specific class 
of income to A’s share, that is not a 


(Continued on page 163) 
*4Sec. 1.641(b) -3(c). 


Sees. 652(b), 662(b). 
26Sec. 1.652 (b) -2. 
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SING A QUESTIONNAIRE AND INVENTORY 


In Estate Planning 


ROBERT T. KNIGHT 


Partner, Knight, Vale & Gregory, Certified Public Accountants, Tacoma, Wash. 


N DISCUSSING THE ROLE OF THE AC- 
| paseane as a member of the team 
of estate planning, at the last annual 
meeting of the American Institute of 
Accountants,* the writer mentioned a 
combination questionnaire and inven- 
tory that we had designed to assist us 
in obtaining all the facts possible con- 
cerning the affairs of the client prior to 
starting the development of Estate Plan- 
ning. Considerable interest in this Ques- 
tionnaire and Inventory has been shown, 
and we have been requested to submit 
a condensation of the form used accom- 
panied by pertinent explanations. 


We have found it extremely valuable 
to have a form of check-list so that the 
persons assembling the information 
would be sure to obtain as complete a 
story as possible. Although this Ques- 
tionnaire and Inventory has been in use 
for several years, it is in a constant state 
of revision and has never progressed 
beyond the mimeographed form. As new 
ideas and problems are encountered, 
they are reflected in the Questionnaire 
and Inventory. 


In filling out the questionnaire with 
the assistance of the client, the many 
thought-provoking questions make him 
increasingly aware of the need of care- 
fully planning his affairs with the re- 
sult that his interest increases by leaps 
and bounds. Furthermore, answers to 
the questions do much to resolve the 
direction that a plan should take as 
they reveal the basic thinking of the 
client. 


When the Questionnaire and Inven- 
tory is completed, the stage is set for 
developing the various documents need- 
ed to perfect the Plan. We commonly 
prepare outlines of these documents, 
including the important points to be 
covered in the client’s will and that of 
his spouse, survivor-purchase agree- 
ments and trusts, as well as an outline 
of subsequent gift practices. The success 
we have attained in this appears to be 
the result of being able to talk the cli- 


*See Nov. 1956 TRUSTS AND ESTATES, p. 1014. 
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ent’s “language” and to present a Plan 
in nontechnical form. 


With the broad Plan developed in 
outline or narrative form, it is then 
submitted to his attorney for further 
development and discussion and _ the 
eventual drafting of the legal documents. 
Where insurance problems are involved. 
the life underwriter is consulted. Trust 
officers of the client’s bank also provide 
the benefit of their counsel. We con- 
sider this to be “team-play” in actual 
practice and find that it is a very satis- 
factory procedure. 


On the cover page of the question- 
naire, which provides for the names of 
husband, wife and compiler of the data 
as well as the data, this definition of 
Estate Planning is given to set the tone 
of the procedure: 


Estate planning is the process of 
pre-arranging your estate so as to 
carry out your wishes with regard to 
its distribution; the creation of a 
plan that permits the transfer of 
your estate with a minimum of delay 
and shrinkage of its assets; and the 
assurance of your own financial se- 
curity later in life. 


Next comes a short page of instruc- 
tions: 


This manual is prepared in two sec- 
tions—the first, a questionnaire deal- 
ing with many of the personal prob- 
lems and data, and the second con- 
taining inventory schedules in which 
may be listed the various assets in- 
volved. In many respects the grouping 
of the assets follows the form used 
for Federal Estate Tax computations, 


with the addition of columns in which 
you may indicate the beneficiary or 
person (by number) to whom a speci- 
fic piece of property or asset is to be 
given through the medium of your 
will or by gift. Provision is also made 
to indicate whether you consider the 
property to be community, joint or 
separate. 


All of this data is required so that 
a comprehensive understanding of the 
broad problem can be had. Obviously 
this information with all supporting 
data will be held in the strictest con- 
fidence, and discussed only with per- 
sons specifically authorized by you. 


Then follows the Questionnaire and 
Inventory (see following pages). 


Filling Out Questionnaire 


The actual filling out of the question- 
naire is done by one of the partners of 
our firm or a staff member well experi- 
enced in Estate Planning, with the as- 
sistance of the client and others closely 
related to or associated with him. It is 
a task that cannot be hurried and can 
require several meetings to complete. 
Listing the client’s assets is, in itself, a 
time-consuming procedure, particularly 
where an attempt is made to determine 
the current values of such items as real 
estate and stock in closely held corpora- 
tions. The services of recognized real 
estate appraisers are used where possible 
and experts in other fields are employed 
when needed. 


It will be observed that the inventory 
forms follow the type of schedules con- 
tained in the Federal Estate Tax return. 
The client is requested to indicate his 
understanding of the legal status of the 
various assets, i.e., his separate prop- 
erty, community property, property 
owned jointly with others. This is par- 
ticularly important in a community 
property state such as Washington where 
all property owned by a married couple 
is “presumed” to be community prop- 
erty, with the burden being on the par- 
ties to prove otherwise. Admittedly, 
this is not accepted as final, as an ex- 


(Please turn to page 119) 
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12. 

o. 
14. 
15. 
16. 
i. 
18. 


20. 


QUESTIONNAIRE 


Full name 
Date of birth 

Residence address 
this address? 





Place of birth 





How long at 





What State or place do you claim as domicile? 


If different from the answer to (3) above, indicate how much 


time each year do you spend in (4) _____, in (3) 
Where is the bulk of your tangible property? 
Where are your business and social affiliations? 
Where do you file your income tax return? 
Where do you serve on juries and vote? 
Social Security No. Have you been under 
covered employment continuously since January 1, 1951? 
Have you ever served in the Armed Forces? Branch 
Service No. Served from to 
(a) Are you now a member of an organized reserve corps 
unit? _____._ If so, possibly retirement benefits from this 
activity should be considered. 
Are you or your family entitled to any benefits from a com- 
pany retirement, pension, or insurance plan? ______ If. so, 
provide details and copy of any explanatory material furnished 
by employer, and the name and address of person or depart- 
ment to contact for details. 
Employer 
Type of business 
Business address 
Position held (give description of duties) 
Period of present employment 
Prior employer and occupation 
Have you ever been declined, postponed, or rated for life 
insurance ? If so, what companies and dates and any 
related information can you give? 
What is the status of your health? Have you had 
any serious illness or accidents within the past two years? 
Give details 
Name and address of attorney 
(It is important that your attorney be consulted.) 












































21. 


22. 


23. 


24. 


21. 


28. 


29. 


30. 


31. 


Who do you feel is best qualified to act as the executor of 
your estate? 
Who should be named as the alternate executor in the event 
the above person is unable to serve? 
If the planning includes the creation of a trust, whom do you 
want to act (a) as trustee (b) as alternate trustee 
If additional life insurance is required as a part of the Estate 
Planning, what Life Underwriter (Insurance Agent) may be 
called in to help with the problem? 
Do you have any agreements with your business associates, 
such as: 

(a) Partnership agreements 
(b) Buy and sell agreements on corporate stock 
(c) Other 
Have you made substantial gifts in the past? _____ Copies of 
Federal and State Gift Tax returns should be provided. 

Are you a beneficiary under a Will, trust or life insurance 
policy? If so, copies of the related documents should be 
furnished, together with an estimate of the income of any 
bequests or proceeds you may receive. 

Do you have a Will? Date when executed 

Are the witnesses local? Are the witnesses still alive? 
_____. Any children born since the Will was drawn? 

Have you executed any documents which affect your privilege 
of transferring property either by Will or deed? 

If so, provide copies if possible. 

Would you want any bequest you might make through your 
Will to pay its share of inheritance tax, or let the residuary 
legatee absorb the tax cost? 

Full name of wife 
Date of birth 



































_________ Date of marriage 
Where? Have you or your 
wife been married before? If so, give details. 

What is the condition of your wife’s health? 
Does she have an estate of her own? If so, provide the details 
of the assets on the attached schedules. 

Give names and birth dates and places of all children. 
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32. Whom would you nominate as guardian for the children, other (c) Does your Will authorize your executor to carry on your 
than your wife? business? 
33. Does your wife carry any life insurance? Give details (d) Do you want your business to continue in the event of 
on schedule. your death? 
34. Does your wife have a Will? (e) Whom would you nominate to run the business? ——_ 
35. Give the names of persons who may be beneficiaries in the (f) Are you grooming a replacement for yourself? ———___ 
- planning. If you would want any of them to receive specific and for the replacement? 
assets, so indicate by number next to the asset involved as 52. If you are a member of a partnership 
listed in attached schedules: (a) Do you have a Partnership Agreement in writing? —___ 
No. Name and address Relationship Date of birth (b) Does it contain any provision for the purchase of a 
1 deceased partner’s interest at death or retirement? 
: (c) Is the agreement to purchase funded with life insurance? 
— If so, give details. 
36. Do you have any charities, institutions to which you would 53. If you are a member of a closely held corporation 
like to leave bequest? Give names and amounts: (a) Do you have a stock purchase agreement which will guar- 
Name and address Amount antee a market for the stock of a deceased stockholder 
1. at death, and which will assure the survivors that no 
SOE oc outsider can buy his way into the organization except 
37. Give an estimate of the cash requirements that should be with their approval? , p 
provided for in the event of death: (b) Have you made any other plans concerning the ultimate 
(a) Debts § disposition of your stock in this corporation ? pid ea 
(b) Expense of last sickness (c) If the ownership of the stock is community property, 
(c) Funeral expenses what plans, if any, have been made for the disposition 
(d) Administrative expenses of estate of your wife's ey & the stock? . 
(e). Family’s immediate needs (d) Are you grooming a replacement for yourself? —__ 
(#) Federal Estate Tax and for the replacement? 
(g) State Inheritance Tax (e) If you ultimately want one or more of your children to 
(h) Other have the control of the business, do you have key men 
Total § in your employ who could carry on the business until 
the children were old enough and qualified to take over 
(38 to 50 reserved for future use) the management? If not, could competent man- 
51. If you are a sole proprietor of a business agement be employed? 
(a) Submit balance sheets and operating statements for the (f) Do the members of your family appear to possess the 
past five years. talent and interest for effective management? _ 
(b) Have you considered the problem of finding a prospec- (g) List the stockholders of your corporation (s), showing rela- 
tive purchaser for your business at death or retirement? tionship and amount of stock held by each. 
INVENTORY 
In column (a) indicate “S” if separate property, “C” if community, and “J” if joint. In 
column (b) indicate “number” of beneficiary who should receive specific piece. of property. 
CasH ON HAND AND IN BANKS Stocks AND Bonps 
Name of depository (including safety deposit boxes.) Description, serial number, par value, 
ee tah Sieaeine (b) issued in the name of, etc. 
Estimated 
| | | Value 
| | | | 
Securities issued by closely held - 
i i as or family corporations (not list- | 
ed as above). (Submit balance 
Description (names, dates, balance owing, etc.) sheets and records of dividends 
Estimated and earnings to assist in valua- 
Value tion.) 
P ae 
| | | | MISCELLANEOUS PROPERTY 
(include personal effects as jewelry, art objects, antiques, automo- 
Lire INSURANCE biles, boats, interest in partnerships or any unincorporated business, 
, leaseholds, judgments, etc.) 
Name of company, policy number, = 
explanation of how proceeds are pay- Estimated 
ghia adh to: cteein, Item (a) Description Value (b) 
Amounts | | | 
7 | 
| | | | | 
| | | | | | 
Rea Estate Depts (including mortgages, etc.) 
Complete description Description Amounts 
Estimated “~~ 
Value | | | 
! 
ous = ail 
| 
| —_— : aor 
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ploration of the source of the property 
by the attorney may disclose a type of 
ownership different from what the client 
believed. Obviously, the Planner (the 
client) can only dispose of property or 
equities in properties that are legally his. 
The requirements of the inventory form 
help to bring the legal status of the 
property under careful scrutiny, and can 
avoid disputes at some later date. 


The client is also requested to indicate 
the beneficiaries or donees of any spe- 
cific assets included in the inventory. 
This can be of considerable help to 
those engaged in developing broad Es- 
tate Planning. 


It is hoped that this Questionnaire 
and Inventory will be of assistance to 
others in this important and interesting 


work. 
A aA A 


Trust Set Up for College 
Students of 2056 


Republic National Bank of Dallas is 
the trustee for a 100-year charitable 
trust established by Lone Star Steel Co. 
for the benefit of East Texas college 
students of 2056. Sealed up in a 13-foot 
piece of oil well pipe made from the 
millionth ton of steel produced by the 
company at its East Texas plant, and 
buried in the ground for a century 
along with films, newspapers and other 
mementos, will be a trust agreement be- 
tween the company and the bank. It 
provides that the bank will manage 100 
shares of the company’s common stock 
(currently valued at about $2,400) and 
accumulate income and capital gains for 
100 years. 

At the end of that time, if the trust 
fund exceeds $25,000, it will be set up 
as a permanent educational fund. If it is 
less than that amount, it will be dis- 
tributed to deserving students and Texas 
colleges. The East Texas Chamber of 
Commerce, or its successor, will select 
the recipients. 

A A A 
St. Louris BANK Sponsors WILL 
DRAFTING CONTEST 

Security National Bank Savings and 
Trust Co. of St. Louis is sponsoring a 
will drafting contest among the senior 
and junior students of the Law Schools 
of St. Louis University and Washington 
University. Duplicate prizes of $75 and 
$25 will be awarded in each school. 

The problem will be the drafting of a 
complicated will with a trust, planning 
of which has already been done by a 
trust officer and senior partner of a law 
firm. Judges will be two attorneys and a 
trust officer, with the awards to be pre- 
Sented at a dinner on May 11. 
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how to pick your 


property insurance agent 


Naturally, you want the best protection you can 
get for your home, your car and your business. 
The first step—and most important one—is to 


pick the right agent or broker! 


There are some guideposts to help you. 


Here’s what you should look for: 





1) Is he: an independent businessman? 
2) Does he represent the company you want? 
3) Will he give you personal, interested service? 


On all these counts, and many more, you'll find that your local agent of 
The Home Insurance Company measures up to the highest standards. 
You'll find, too, that it's wise to buy the best—the combination of 
quality insurance provided by The Home and quality service and 
advice offered by your Home agent. Why not see him today? 
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Effects of 1954 Code and Regulations on 


Stock Purchase Agreements 


HUGH M. MACKAY 


Associate Counsel, State Mutual Life Assurance Company 


HERE IS SOMETHING PERENNIAL 
; prea articles that consider stock 
purchase agreements! and business life 
insurance. Moreover, they are particu- 
larly inclined to blossom after changes 
in the Federal Tax law. It is then that 
strong statements appear, and it then 
becomes fashionable to predict the great 
changes that are to be made in these 
forms of agreement, and in the manner 
in which business life insurance is to be 
purchased. Everything is to be done in 
a new way. 


And for a while, as a result of writ- 
ings, tax seminars, round tables and 
fears and doubts created by uncertain- 
ties, there may be changes in the form 
and substance of stock purchase agree- 
ments, at least in some areas of the 
country. Time passes, however, and with 
the benefit of that legal trinity, rulings, 
regulations and court decisions, it gen- 
erally develops that most of the dire 
predictions were not justified. Things 
return to normal. 


Some of the provisions of the 1954 
Internal Revenue Code certainly are 
cause for alarm, or at least for knowing 
what one is doing. With respect to the 
proposed estate tax regulations and 
their effect upon these agreements, how- 
ever, perhaps some people have, as it 
were, been looking under the tax bed 
and seeing things that are not there.” 
This article will try to distinguish be- 
tween cases in which the 1954 Code 
presents no problem, and those areas in 
which a problem may exist, and in which 
care must be used. As in the past, doubt- 
less with the passing of time and fur- 
ther rulings and decisions, many of 
these problems will be eliminated or 
shown to be non-existent. 


Non-Tax Reasons for Agreement 


One very basic reason for stock pur- 


—. 





1The term “stock purchase“ as used includes 
agreements, often called redemption agreements, 


* which a corporation agrees to purchase its own 
Shares, 


*Possibly these people may answer that they 
have instead been rolling a ball under the bed to 
¢Make sure nothing is there, as in some old musical 
‘Comedy skits and blackouts. 
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chase agreements appears in Sylvia 
Porter’s column of January 17, 1957, 
in which she writes: 


“Every week this year between 240 
and 250 business firms will fail—and 
most of them will be small companies, 
most of the bankruptcies will wipe out 
the owners and their families.” 


“By the end of 1957, a staggering 
total of close to or possibly more than 
13,000 business firms will have died. .” 


Each stockholder in a small or closely 
held corporation feels that his company 
is making money because of his own 
personal efforts, and because he is pres- 
ent each day to know what is going on 
and to correct or eliminate errors in 
judgment. If he should die, this reason 
for the company’s success disappears. 
Therefore, he had better plan to sell 
his stock at a guaranteed price in the 
event of his death. The money can then 
be placed in a marital deduction and 
family trust and be properly managed 
by a bank or trust company, thus avoid- 
ing complete or partial destruction of 
this source of income for his family. 


But in this picture, each stockholder 
usually thinks that he very well may be 
the surviving stockholder. He has no 
wish to be hampered, hindered or bad- 
gered by his associate’s widow, or in 
particular by her “second husband,” 
who certainly is assigned the role of the 
villain. 


Thus there are very valid and com- 
pelling reasons for stock purchase agree- 
ments, independent of tax considera- 
tions and also of the question of life 


of Worcester, Mass. 


insurance. The reason for providing the 
purchase price with proceeds of life in- 
surance is equally compelling. For in 
the usual stock purchase case, there is 
no other way in which the required fund 
will be immediately available whether 
a stockholder dies tomorrow or ten years 
from tomorrow. 


It would be an unusual law which, 
knowing of the need for valid stock 
purchase agreements entered into by 
stockholders or between stockholders 
and their company in good faith, would 
either purposely try to hinder or pen- 
alize such arrangements or to discourage 
the best economical or perhaps the only 
method of funding them. It is submitted 
that for the usual case, there is no such 
unusual law.* 


Important Distinction 


We may now turn to the possible 
effect of the 1954 Code and its regula- 
tions upon stock purchase agreements 
funded by life insurance. 


It may help to remember that the 
agreement itself is one thing and the 
life insurance another, whether or not 
the insurance is mentioned in the agree- 
ment. The agreement, subject to possible 
statutory limitations or restrictions, con- 
tro!s and governs the entire transaction. 


The life insurance is simply an in- 
vestment. Its primary purpose is to fur- 
nish cash to be used by the buyer. When 
it has been paid by the insurance com- 
pany to the buyer, or to a trustee, it is 
thereafter cash. In some cases it may 
retain its identity if settlkement options 
are used, but its basic function remains 
unchanged. 


This distinction between the stock 
purchase agreement itself, and the life 
insurance which is merely an investment, 
is important in considering these cases. 
The agreement may be involved but 
there is nothing more simple than the 


8This is not to say that such an unfavorable in- 
terpretation may not be attempted. Witness the 
attempts at double estate taxation in G. C. Ealy, 
10 T.C.M. 431, and in R. E. Thompkins, 13 T.C. 
1054, both of which attempts failed. 
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purchase of life insurance by an asso- 
ciate-stockholder or by a corporation. 


Many discussions of stock purchase 
cases do not distinguish between what 
we may call the “usual case,” and the 
more special or limited case. Conse- 
quently, a feeling often arises, among 
some life underwriters, accountants, at- 
torneys and trust officers, that a danger 


may exist in the usual case when in fact " 


this is not true. 


The “Usual Case” 


An examination of 100 stock pur- 
chase cases last received indicates that 
the “usual case” is, and has been for 
some time, one in which there are two 
or more stockholders who each own 
equal or at least a substantial number 
of shares of stock of the corporation, 
and who collectively own all of its out- 
standing stock. These stockholders are, 
in most instances, not related, but when 
they are, they are usually brothers. The 
relationships covered in Sections 302 
and 318 of the 1954 Code (spouse, child, 
grandchild, parent and also certain 
legal relationships answering under es- 
tates, trusts, partnerships and corpora- 
tions) do not exist in the usual case. 
The so-called family corporation is a 
more limited case and appears less. fre- 
quently in these stock purchase cases, 
although it is an important case. 


In the usual case life insurance is 
used and it is owned by the corporation. 
It is payable most often to the corpora- 
tion and sometimes to a trustee. 


The agreement provides for the pur- 
chase of all of the stock of a stockholder 


upon his death. His relatives (those who 
are the “objects of his bounty,” a most 
poetical term) own no shares of stock. 


No Real Tax Problems Here 


It is submitted that there is nothing 
in the 1954 Code which offers any 
danger to this usual case. These cases 
will continue to exist. There will not be 
a rush to cross-ownership insurance and 
to agreements in which the surviving 
stockholders, rather than the corpora- 
tion, purchase the stock in this usual 
case situation. 


Here there is no attribution of stock 
ownership problem under Section 302. 
There is no question of money paid out 
that is essentially equivalent to a divi- 
dend paid by the corporation; all of the 
stock of a stockholder is sold and pur- 
chased—there is no stock left to be 
attributed to anyone. 


Actually in this case the real prob- 
lems arise from (1) failure to establish 
an adequate and fair purchase price 
which can be determined without am- 
biguity, and (2) failure of the stock- 
holders, their life underwriter, counsel 
and trust officer to make the agreement 
a part of an over-all estate plan. 


In these usual cases, it is clear that 
the parties are dealing with each other 
as business associates. If the words “at 
arm’s length” have any real significance, 
they certainly apply in this usual case. 
If A agrees that his stock is to be sold 
for its book value, as defined in the 
agreement, then he is not doing so to 
avoid an estate tax but for what he con- 














Customers Moving 
to Georgia? 


Give them a friendly send-off 
—an introduction to the Trust 
Department of First National 
Bank. Our experienced Trust 
Officers take special pleasure 
in handling the estate prob- 
lems of newcomers referred 
to them by colleagues. 


First National’s free 
booklet on estate plan- 
ning is available to your 
Georgia-bound custom- 
ers. Write for a copy. 


siders a perfectly valid business reason. 
Whether he should agree upon such a 
price is quite another question, but it is 
a business and not a legal or tax ques- 
tion. 


Estate Tax Impact 


This is the type of case in which the 
courts have repeatedly upheld the agreed 
purchase price as binding for estate tax 
purposes, assuming the necessary re- 
strictions on sale or disposition during 
the stockholder’s lifetime. The courts 
have not heeded the argument that such 
decisions are outmoded. 


There is no indication that Congress 
intended to nullify these court decisions. 
And it is clear in Proposed Regulations, 
Sec. 20.2031-2(h) which pertains to 
securities subject to an option or con- 
tract to purchase (which apparently is 
applicable) that no attempt has been 
made to subject these agreements and 
cases to tests different from those now 
existing under present court decisions.‘ 
The proposed regulations here are, it is 
true, more narrow than the decision in 
Broderick v. Gore® which holds the pur- 
chase price binding even if the pur- 
chasers are the objects of the seller’s 
bounty when the agreement was entered 
into in good faith, but this is to be 
expected. 


It has been stated that if there is no 
danger under Sec. 20.2031-2(h) ®, there 
may be a real danger in the usual case 
under Sec. 20.2042.1(c) (6)*, referred 
to herein as Paragraph (6). 


4See A. L. Salt, 17 T.C. 92; May v. McGowan, 
194 F. 2d 396; Lomb v. Sugden, 82 F. 2d 166; Wil- 
son v. Bowers, 57 F. 2d 682; A. D. Childs, 2 T.C.M. 
388, ete. 


5224 F. 2d 892 (C.C.A. 10th). 


®6Sec. 20.2031-2(h) Securities subject to an op- 
tion or contract to purchase. Another person may 
hold an option or a contract to purchase securities 
owned by a decedent at the time of his death. The 
effect, if any, that is given to the option or con- 
tract price in determining the value of the securi- 
ties for estate tax purposes depends upon the cir- 
cumstances of the particular case. Ordinarily, no 
effect will be given to an option or contract to pur- 
chase whatever shares of stock the decedent may 
own at the time of his death, or an agreement 
amounting only to a right of first refusal during 
the decedent’s life. Even though the decedent’s 
right to dispose of the underlying securities during 
his life is restricted, if full and adequate consid- 
eration in money or money’s worth was not given 
for the option or contract, the option or contract 
price will be disregarded in determining the value 
of the securities. An agreement will ordinarily be 
presumed to have been entered into for full and 
adequate consideration in money or money’s worth 
if it was arrived at as a result of arm’s length bar- 
gaining between strangers. However, this presump- 
tion does not apply if the agreement is entered into 
by the decedent and those who are, directly or in- 
directly, the natural objects of his bounty, as for 
example, an agreement entered into by the dece- 
dent and a corporation controlled by the decedent 
and his family. 


7Sec. 20.2042-1(c) (6) Life insurance policies 
frequently form a part of arrangements for the 
purchase -of partnership interests. or corporate 
shares from a decedent’s estate. If such an agree- 
ment is a binding agreement for full and adequate 
consideration in money or money’s worth entered 
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As will be seen in footnote 7, Para- 
graph (6) is concerned with life insur- 
ance. It has no application to what is 
herein called the usual case. It certainly 
does not nullify those court decisions 
which state the rule that the agreed 
purchase price represents the estate tax 
value of the stock.® It cannot subject 
life insurance to an estate tax if the 
insured had no incidents of ownership 
in the policy.® It cannot disregard the 
separate entity of a corporation owned 
equally or in substantial amounts by 
two or more stockholders, none of whom 
is the object of the other’s bounty.?° 


Those who suggest adverse possibili- 
ties for the usual stock purchase case 
under Paragraph (6) are, it is believed, 
seeing dangers that simply do not exist. 
We are back to the very disturbing and 
entirely unnecessary fears under Section 
2042 concerning reversionary interests 
in outright transfers of policies, elimina- 
ted by the Proposed Regulations, and 
to the old alter ego and indirect pay- 
ment of premiums fears under the prior 
law—that is, fears of the same type and 
equally unwarranted. 


Suggested Interpretation 


It is believed that a reasonable inter- 
pretation of Paragraph (6) is somewhat 
as follows. 


If a case exists in which under pres- 
ent decisions, and the theory thereof, 
the agreed purchase price is not to be 
binding for estate tax purposes,’ then 
since the proceeds of insurance are paid 


into in good faith and at arm’s length providing 
for the use of proceeds of insurance on the dece- 
dent’s life for the purchase of his partnership in- 
terest or corporate shares, the value of the interest 
or shares (as affected by the agreement) and not 
the value of the insurance, is included in the dece- 
dent’s gross estate. However, if the insurance is 
owned by or payable to the partnership or corpora- 
tion, or a trust created by it or for its benefit, the 
Proceeds of insurance are considered as an asset 
of the partnership or corporation for the purposes 
of first, determining whether the agreement was 
supported by full and adequate consideration in 
money or money’s worth and, second, determining 
the value of the decedent’s interest or shares if the 
agreement is not considered to have been entered 
into in good faith and at arms length. The princi- 
ples described in Sec. 20.2031-2(h) are to be ap- 
plied in determining whether the agreement was 
supported by the full and adequate consideration 
in money or money’s worth. If the agreement was 
not supported by full and adequate consideration 
in money or money’s worth, there is included in 
the decedent’s gross estate both the value of the 
decedent’s interest or shares (determined without 
regard to the agreement) and, if otherwise includ- 
ible, the proceeds of the insurance (except to the 
extent that the proceeds are included in the value 
of the interest or shares). 

See Footnote 4, 59 Supra. 

Sec. 2042 I.R.C. 

‘In this connection see, Moline Properties, Inc. 
v. Comm., 319 U.S. 436, 439; National Carbide 
Corp. v. Comm., 336 U.S. 422; Wilson v. Crooks, 
52 F. 2d 692; Edward Doerken, 46 B.T.A. 809; 
Laikin, “Alter Ego, Life Insurance and Taxes,” 
whe C. I. TH Journal, December 1952. 


“See Footnote 4, Supra, and also Proposed Reg. 
See. 20-2031-2(h), supra. 
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to a corporation, or its trustee, and are 
received as cash, and hence constitute 
an asset (with a corresponding entry 
usually to surplus), this cash is an 
added corporate asset. Since this is so, 
this additional asset (cash) will be 
considered in determining whether the 
sale price does represent the true value 
of the stock. If it does not, the value 
will be increased. Moreover, if the in- 
surance proceeds (cash) exceed the 
price but are paid over to the estate of 
the stockholder or in some other way 
so that on some basis they become tax- 
able, they will be taxed as insurance to 
the extent not included in the purchase 
price. 


This states the law as it now is, except 
that several Tax Court decisions hold 
the purchase price taxable as insurance 
if paid over directly. 


All of this has no application to our 
usual stock purchase case as is evident 
by the reference in (6) to Sec. 20.2031-2 
(h). Neither does (6) deny to the tax- 
payer the right to show that the stock 
of the decedent has been reduced in 
value because of the loss of his valuable 
services in a case in which the agreed 
price is not binding.’* Paragraph (6) 
also has no application to this situation. 

Moreover, Sec. 20.2031-2(h) plus 
Paragraph (6) appear to support Ealy 
v. Comm., supra, and eliminate the 
old double estate tax worry. 


It is concluded that none of the pro- 
visions of the 1954 Code, nor of its 


regulations or proposed regulations will 


12See Newell v. 


7th). 


Comm., 66 F. 2d 102 (C.C.A. 


affect adversely our usual stock redemp- 
tion or stock purchase case from an 
estate tax viewpoint. These agreements 
by such corporations to purchase the 
stock of one or more of its stockholders, 
and the purchase by these corporations 
of life insurance to be owned by and 
made payable to it or to a trustee, may 
safely continue and will continue. 


Income Tax Aspects 


With respect to income taxes, the 
1954 Code has not introduced any new 
problems in the usual stock redemption 
or stock purchase case. In fact, Section 
101(a) (2) (b), which permits a trans- 
fer of a policy to a corporation in which 
the insured is a shareholder or officer, 
has eliminated a transfer for value prob- 
lem which caused some difficulty before 
the 1954 Code. 


In our usual stock redemption case, 
premiums will not be deductible by the 
corporation for income tax purposes.’ 
Premiums will not constitute income to 
the stockholders.1* Proceeds received 
by the corporation or by a trustee will 
not be taxable as income.?° 


Even where the agreement is entirely 
between or among the stockholders who 
own the insurance, usually upon a cross- 
ownership basis, the 1954 Code does 
not present any problems. It should be 
noticed, however, that Section 101 does 
not cover a transfer to an associate- 
stockholder, but only to a corporation 


18Sec. 264(a) (1) I-R.C. 


14].ewis v. O’Malley, 140 F. 2d 735; see also Wil- 
son v. Crooks, 52 F. 2d 692; Emeloid, 189 F. 2d 230. 


Sec. 101(a) (1) LR.C. 
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in which the insured is a shareholder 
or an officer (and in partnership cases 
to a partner of the insured or to a part- 
nership in which the insured is a part- 
ner). 

These stockholder agreements will be 
used when there is doubt about the fi- 
nancial ability of the corporation to 
carry out the agreement. Questions of 
possible creditors’ rights and of lack 
of necessary surplus in a partially fund- 
ed agreement may exist. And some 
counsel prefer this type of agreement to 
a redemption or purchase by the corpo- 
ration. Since the corporation is not in- 
volved, there is no Section 302 or 318 
problem. 


Combination Situations 


In some situations a combination is 
used. It is provided, for example, that 
the corporation will purchase only as 
much stock as it may purchase out of 
surplus existing at the stockholder’s 
death. In other cases a fixed dollar limit 
is used. It is then agreed that any ex- 
cess shares will be purchased by the sur- 
viving stockholders individually. 


There might be two problems here. 
If the sale to the corporation takes place 
first, it might be necessary under Sec- 
tion 302 to prove that the transaction 
was not equivalent to a dividend to the 
selling stockholder or his estate. Since 
the limit on the number of shares to 
be purchased is intended only to state 
the usual statutory restrictions which 
govern purchases by a corporation of 
its own shares, the case would appear 
to be all right. The question, however, 


could be raised. 


The kind of problem that the estate 
could get into was considered in Zenz v. 
Quinlivan'® under pre-1954 law. In that 
case, purchasers fearing personal lia- 
bility for the tax liability of the corpora- 
tion, purchased a few shares of F's re- 
maining shares. The Commissioner and 
the lower court held that this was a 
dividend to F, but the Court of Appeals 
held that it was a complete sale. 

It seems clear that such a purchase 
is not essentially equivalent to a divi- 
dend and that the redemption should be 
considered an exchange under Sec. 302 
(b) (1). And many of these sales will 
be substantially disproportionate _re- 
demptions under Sec. 302(b) (2). If 
there is sufficient life insurance the re- 
quired surplus will most always exist so 
that the corporation may purchase all 
of the stock to be sold. 


16106 F. Supp. 57 (1952), 213 F. 2d 914 (1954) 
(C.C.A. 6th). 
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In these combination cases it has also 
been said that the plan may result in 
receipt of a constructive dividend to the 
surviving stockholders, and that Revenue 
Ruling 54-458, which comments on the 
Zenz case and states that each case will 
be considered on its own facts, gives 
notice that this question may be raised. 
The theory here would be that since 
the plan was part of one transaction, 
the purchase by the corporation was in 
reality for the stockholders. This would 
be an extension of the decision in Frank 


P. Holloway’? in which purchase of 
stock was made by and for a stockholder 
who used corporate funds. Then recog. 
nizing the dividend problem, he sur- 
rendered the stock to the corporation 
for cancellation. It was held that the 
funds received by the stockholder from 
the corporation constituted a dividend 
to him. The Holloway case seems cor- 
rect, but it should not be extended to 
this combination case. 


1719 T.C.M. 1157 
C.C.A.G.L. (1953). 


(1951), 203 F. 2d 566 


(In a subsequent article, Mr. MacKay will consider problems relating to con- 
structive ownership, redemption and unreasonable accumulation.) 





Estate Planning Council Activities 


San Francisco—On January 16, the 
subject of “Protecting the Little Woman” 
was presented by a panel consisting of 
Julian P. Beek, attorney, Robert T. 
Scott, trust officer of Wells Fargo Bank, 
and Peter Torrey, life underwriter. By 
introducing fictitious characters and 
their problems before, during and after 
marriage and the raising of a family, 
the speakers exemplified the remedies 
available in their respective fields of 
activity. 

Hawati—The annual meeting on Jan- 
uary 18 included social activities, a 
short business meeting, an address by 
Jack White of the Jack White Agency, 
Los Angeles (Prudential), and elected 
the following officers: Pres.—Raymond 
Y. C. Ho, attorney; Vice Pres.—Charles 
J. Moses, C.P.A.; Treas.—P. E. Russell, 
assistant vice president, Hawaiian Trust 
Co., Ltd.; Sec’y—Phil Brooks, insur- 


ance. 


Chicago—Laurens Williams, nation- 
ally known tax authority, addressed the 
January 15 meeting. 


New Hampshire—A. James Casner, 
Professor of Law, Harvard Law School, 
spoke to the January 30 meeting in Man- 
chester on “Some Possible Changes in 
the Internal Revenue Code of 1954 
Affecting Estate Planning.” 


Central New Jersey—At the January 
22 meeting the following officers were 
elected: Pres—Thomas J. Smith, Red 
Bank attorney; Sec’y—George F. Baine, 
Jr., trust officer, Monmouth County Na- 
tional Bank, Red Bank. 


North Jersey—The annual meeting on 
January 16 was addressed by Raymond 
W. Hammell, assistant secretary in 
charge of research, The Bank of New 
York. He presented statistical data re- 
lated to the Near East oil crisis indica- 
ting that it was imperative to obtain a 
sound solution to the present impasse 


if the Free World is to have an assured 
flow of oil. Walter J. McLaren, trust 
officer, National Newark & Essex Bank- 
ing Co., and immediate past president 
of the Council, reported on a nationwide 
survey of Trust Councils on their experi- 
ence and policies regarding the admis- 
sion to membership of attorneys and 
accountants. (To be published in T.&E.) 
As a result new by-laws providing for 
the addition of members of these two 
professional groups have been submitted 
for discussion and approval at the an- 
nual meeting. 


Charlotte—At the January 14 meet- 
ing, Robert Cramer, Professor of Law, 
Duke University Law School, discussed 
“Some Problems under the Proposed 
Federal Estate and Gift Tax Regula- 


tions.” 


Dayton-—“The Value of Trusts in Es- 
tate Planning Today” was presented at 
the January 22 meeting by Edward W. 
Nippert, vice president and trust officer, 
Fifth Third Union Trust Co., Cincinnati. 


Philadelphia—“Estate Planning As- 
pects of Joint Property” was presented 
at the January 23 meeting by Bernard 
V. Lentz, tax specialist, author and 
lecturer. 


Pittsburgh—*“A Trust Man Looks at 
the Future” was discussed at the Janu- 
ary 14 meeting by Richard P. Chapman, 
president, Merchants National Bank, 
Boston. Members of the Corporate Fidu- 
ciaries Association of Allegheny County 
were invited to attend as paying guests. 


Rhode Island —“Taxation of Inter 
Vivos Trusts” was presented at the Jan- 
uary 22 meeting by William E. Murray. 
New York attorney. 

Beaumont—At the January 25 meet- 
ing, Edward C. Edens, Jr., vice president 
and trust officer, Bank of the Southwest, 
Houston, spoke on “Trust Investments.” 
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RESOURCES 
Cash on Hand and Due from Banks.... . . $211,092,152.69 
U.S. Government Securities............ 120,698,339.03 
State and Municipal Securities.......... 48,312,450.97 
Other Bonds and Securities............. 5,715,426.42 
Loans and Discounts................... 361,035,445.77 


Federal Reserve Bank Stock............ 


1,050,000.00 














Customers’ Liability on Acceptances..... 5,719.99 
Accrued Interest and Other Resources... . 3,248,184.55 
Bank Promises. ..........-.5..cc000s 4,875,000.00 
_ eran $756,032,719.42 
LIABILITIES 

Demand Deposits...... $605 ,206,614.86 

Time Deposits......... 92,921 ,161.04 
- & SPE aay Goran niny alge $698,127,775.90 
Dividend Payable January 2, 1957....... 450,000.00 
0 REE PEE EET re ee re 5,719.99 
Reserves for Taxes, Interest, etc......... 6,077 ,287.46 
General Contingency Reserve........... 7,418,105.44 

I Pricing eee beta $ 15,000,000.00 

ee ere 20,000,000.00 

Undivided Profits...... 8,953,830.63 
"Total Comsat Pimms... . . ics ccenns: 43,953,830.63 
, ER ee $756,032,719.42 


United States Government Obligations and Other Securities carried at $70,256,370 
are pledged to secure Public and Trust Deposits and for other purposes as required 
or permitted by law. 
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CORPORATE TRUST SERVICES 


in a C silets 


PAUL B. ROBB 


Assistant Trust Officer, Valley National Bank, Phoenix, Arizona 


HE “STATEMENT OF PRINCIPLES OF 

Trust Institutions” of the American 
Bankers Association says, “Since the 
need for trust and agency services to 
corporations, outside of the centers of 
population, is much more limited than 
is that of trust and agency services to 
individuals, a trust institution should 
hesitate to enter the corporate trust or 
agency field unless an actual demand 
for such services is evident and the in- 
stitution is especially equipped to render 
such service.” 


This statement may be somewhat less 
accurate today than when it was writ- 
ten. Until recent years trust and agency 
services to corporations were almost en- 
tirely confined to a very few of the larg- 
est cities. Trust departments in smaller 
cities did not have, in most cases, either 
administrative or operating personnel 
with experience in corporate work and 
probably hesitated to acquire such per- 
sonnel because the field for such services 
seemed so limited that it was very doubt- 
ful the venture would be profitable. The 
growth and shifting of our population 
and particularly the constantly increas- 
ing move of industry away from the 
centers of population to medium large 
and smaller cities, however, is constantly 
enlarging the field for these highly spe- 


cialized services. 


When I came to the Valley National 
in 1949, after more than twenty years 





experience in all phases of corporate 


trust work, both operating and admini- 
strative, in a large Chicago bank, they 
assigned to me, among other duties, the 
then small volume of corporate work, 
mostly agencies. By 1952 our volume 
had increased enough to make it a full 
time job, with the services of one assist- 
ant as both clerk and secretary. Partly 
through our own efforts, but more be- 
cause we had earned a reputation for 
providing good service, and probably 
even more because of the phenomenal 
growth of Phoenix and Arizona and the 
recent trend toward industrialization 
nearby, our Corporate Trust Division 
has now grown to a personnel of seven 
and accounts for a fair percentage of the 
earnings of our Trust Department. 


Complexity of Indenture Duties 


Some authorities on corporate trusts 
will undoubtedly say that trust depart- 
ments outside of the largest cities should 
not attempt any phase of corporate work 
except agencies, and it is true that cor- 
porate trusts, i.e., acting as trustee un- 
der an indenture securing bonds of a 
corporation, require the most highly 
specialized knowledge and experience. 
Modern corporate trust indentures, espe- 
cially deeds of trust and mortgage in- 
dentures, are highly complex and 
lengthy documents including, among 
other things, intricate provisions for 





5 


Personnel of Valley National Bank’s Corporate Trust Division (left to right): Evelyn 
Parrish, Dorothy Doggett, Mr. Robb, Sharon Holaday, Barbara Helvey and Verneil Case. 
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sinking funds, renewal and replacement 
funds, releases of property and cash, re- 
strictions on creation of additional in- 
debtedness and on payment of dividends. 
and maintenance of net current position. 
The corporate trust administrator should 
have enough practical experience to be 
able to go over the draft of an indenture 
word for word and pick out provisions 
which may not be workable or which 
may conflict with other provisions, and 
may be able to make valuable sugges- 
tions to the corporation. The trustee’s 
own counsel should also examine the 
indenture just as carefully from a legal 
point of view, before the account is 
accepted. 


In accepting the trusteeship under an 
indenture, one should remember that the 
indenture trustee’s responsibility is to 
both the issuing corporation and to the 
holders of the bonds secured by the in- 
denture. By means of the indenture, the 
bondholders delegate to the trustee the 
authority to do things they cannot do 
for themselves. On the other hand, the 
many holders of a bond issue require 
considerable service from the trustee in 
the payment of interest and principal, 
exchanges of denominations or of tem- 
porary bonds for definitive bonds, regis- 
tration and transfer of registered bonds 
and, in addition, often ask the trustee 
for information about certain provisions 
of the indenture and the obligor’s com- 
pliance with such provisions. The many 
provisions of the indenture relating to 
the corporation’s responsibilities require 
diligent watching by the trustee, and the 
trustee would do well to set up a tickler 
system so that none of these will be 
overlooked. 


Agencies First 


There is some difference of opinion 
among corporate trust men as to the 
amount of watchfulness required of the 
trustee. The trustee must first investigate 
whether it has any possible conflict of 
interest which would prevent it from 
qualifying as trustee. This is not only 


TRUSTS AND ESTATES 














Ay 


An 
ments 
for t 
that « 
corpo 
The | 
and | 
recor 
ous tc 
Porat; 
Specia 
super 
perso; 
raise 
can b 


» Prope: 
» tion t 


The 


= a Corp 


Fepr: 





1 0 





{ion 
the 
the 

pate 

t of 

rom 

only 


ATES 











good practice, but mandatory if the in- 
denture has been qualified under the 
Act. Under the terms of the Trust In- 
denture Act of 1939 the trustee must be 
able to take certain specified actions in 
case of default by the corporation in 
compliance with any indenture provi- 
sions as well as in payment of interest 
and principal. 

The corporate trust indenture is an 
essential part of modern financing and 
a bank can render a service helpful to 
its corporate customers and to itself. 
The sources of this type of business 
will be found among the bank’s own 
corporate customers and their lawyers, 
and, of course, investment dealers act- 
ing as underwriters of bond issues. 

A trust department entering the cor- 
porate field will undoubtedly find, how- 
ever, that the first services it may be 
called upon to perform will be agencies 
rather than trusts. These do not require 
as much technical know-how, and thus 
may be much more safely entered by 
the small trust department. One of the 
first will probably be to act as paying 
agent for bonds and coupons, particu- 
larly for local municipalities, school dis- 
tricts, irrigation districts, and other pub- 
lic bodies. Thte underwriters of these 
issues will often wish to provide for a 
paying agent in New York, Chicago, or 
other large city, but the local bank can 
still provide a service to local municipal 
bodies by acting as principal paying 
agent and the large city bank as co-pay- 
ing agent. If the local bank maintains 
an account in the large city bank this 
procedure is simple, merely authorizing 
the large city bank to pay the bonds 
and coupons and charge them to the 
local bank’s accounts, with daily advices 
of such charges to the local bank. 


Avoiding Troubles in Transfers 


Another service which trust depart- 
ments in the smaller centers may provide 
for the bank’s corporate customers is 
that of acting as transfer agent for the 
corporation’s outstanding capital stock. 
The handling of the transfer of stock 
and the maintenance of the necessary 
records are functions which are extrane- 
ous to the normal business of most cor- 
porations. The transfer of stock is a 
specialized service requiring constant 
supervision by experienced and skilled 
personnel. Taxes, laws and regulations 
raise problems that are recognized and 


» can be solved only by experts. An im- 


Proper transfer can subject the corpora- 


| tion to considerable liability. 


The courts have repeatedly held that 
4 Corporation, in transferring stock, acts 
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in a fiduciary capacity and must protect 
the interests of its stockholders and all 
other interested parties, and is respon- 
sible for any injury sustained by anyone 
having an equitable interest in the shares 
being transferred. The trust department, 
by acting as transfer agent for a number 
of corporations, can provide skilled per- 
sonnel who will, by reason of training 
and experience, require proper evidence 
of authority before making the transfer. 
In this connection we use the “Stock 
Transfer Guide” published by Commerce 
Clearing House, Inc., which is the off- 
cial publication of the New York Stock 
Transfer Association and contains, in 


easily usable form, a digest of the vari- 
ous state laws relating thereto. The “uni- 
form requirements” of the New York 
Stock Transfer Association set a stand- 
ard of stock transfer procedure to which 
we believe it is desirable to adhere, al- 
though we are not a member of the 
Association. 


The transfers of stock which are most 
troublesome and which offer the great- 
est possibilities for an improper transfer 
are those involving an executor, admini- 
strator, guardian, trustee or other fidu- 
ciary. In making such transfers, the 
“Stock Transfer Guide” or some similar 
publication is a necessity. The Uniform 
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WHEN BEVERLY HILLS 
HAD AN AUTO RACING BOWL 


Surrounded by beanfields and the small cluster of homes that was 
Beverly Hills, a steep-banked board auto racing track was built in 1919 


near the intersection of Wilshire and Santa Monica Boulevards. Fire 


destroyed it in 1923. 


When the track was opened, 
this Bank had been conducting its 
Trust Department for 16 years—a 
service that has expanded corre- 
spondingly with the unequalled 
growth of Southern California. 


TRUST DEPARTMENT 


ECURITY- FIRST 


NATIONAL BANK 


OF LOS ANGELES 





Head Office: Sixth & Spring Sts. 
Telephone MUtual 0211 
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Fiduciaries Act, which has been enacted 
by a number of the states, ‘provides that 
the transfer agent is not bound to in- 
quire whether a fiduciary is committing 
a breach of trust and is liable only when 
a wrongful transfer is made with actual 
knowledge of the facts, but the courts 
might well hold that the transfer agent 
should have made further inquiry. How- 
ever, no bank wants to be involved in 
a breach of trust, with or without knowl- 
edge, and will do all possible to prevent 
such involvement by being careful in 
making the transfer. The transfer agent 
must protect the corporation under the 
laws of the state of incorporation, the 
state where the transfer agent is acting, 
and the state where the shares have a 
situs. 


Other Corporate Aids 


The transfer agent can provide many 
additional services to the corporation, 
such as the furnishing of reports of all 
transfers, the payment of dividends, the 
mailing of annual reports and proxies, 
the tabulation of proxies, the handling 
of stock subscriptions, stock exchanges, 
and stock redemptions. These usually 
must be done in accordance with tight 
time schedules, and the trust department, 
by having trained personnel available 
to a number of corporations, can relieve 








THE HAMMER PLAN 
FOR 
HIGH YIELD LIQUIDATION 
OF ART PROPERTIES 


The Hammer Plan eliminates all 
risks, expenses, and the uncertain- 
ties of revenues. We were the 
liquidating agents for many great 
art and antique collections, includ- 
ing those of William Randolph 
Hearst, Clarence H. Mackay, 
Warner S. McCall, and Irving H. 
Vogel. 


Write for our free brochure on 
the Hammer Plan. 


HAMMER GALLERIES 
51 East 57th Street 
New York 22, N. Y. 
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Meeting of Union Welfare Trustees, with author Robb at extreme right, flanked by Mrs. 
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Robb who is Recording Secretary by designation of the trustees. Third from left is Mrs. 
Dorothy Doggett who handles administration of the fund at Valley National Bank. 


those corporations of many peak periods 
which it might not have the personnel 
to handle. It goes without saying that 
stockholder records are confidential, and 
should be disclosed only to the princi- 
pal and as may be required by law. 


Trust departments may also serve as 
registrar for the stock of a corporation, 
the primary function being to prevent 
over-issuance. A registrar is not required 
on stock issues not listed on an exchange, 
but many corporations wish to have 
this extra protection. We have found 
most of our prospects for agency ser- 
vices by keeping abreast of local and 
state financial news and, in many cases, 
making the initial approach through one 
of our commercial banking officers al- 
ready having contact with the prospect. 

In the setting up of accounts, the 
local bank’s correspondent bank in a 
large city will probably be happy to 
provide information and assistance in 
the matter of suggested forms and 
records. These paying agent and trans- 
fer agent services can be provided by 
the smaller trust department, and may 
provide a good source of income. 


Pension and Union Welfare Funds 


Pension and profit-sharing trusts, 
while services to corporations, more 
nearly resemble, in administration and 
problems, the services rendered in per- 
sonal trusts. There seem to be differences 
of opinion among trustmen as to whether 


they should be handled in the corporate 
or personal trust division. We have, 
however, been handling in our corpo- 
rate trust division a type of account 
which is not strictly corporate work, bui 
which seemed to fit in with that type of 
operation better than elsewhere. 


That account is a union welfare fund 
covering some 1,500 members of two 
union locals. So far as we know, we are 
among the first to handle such a fund 
to the full extent that we have. We re- 
ceive monthly reports from the employ- 
ers and payment from them at the desig- 
nated rate per hour for every hour 
worked for them by a union member. 
We keep the men’s records of hours 
worked, determine their eligibility for 
insurance on the basis of hours, and out 
of the fund pay the premium for hospi- 
talization and life insurance for the 
members. We receive and process all 
hospitalization and surgery claims and 
issue the insurance company’s drafts in 
payment therefor. In view of the many 
reported scandals in the handling of 
such union welfare funds in other places. 
we are providing. the service of an 
independent agent whose integrity is 
unquestioned. We have very pleasant 
relations with the employers, the union, 
and the insurance company; in fact the 
insurance company is now recommend- 
ing bank handling of group insurance 
for union welfare funds. 








Complete banking and trust services 





FIDELITY TRUST COMPANY 
Pittsburgh, Pennsylvania 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 
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= How Glidden is growing with the 

ts oe ™ i o . 
Pe rise in building materials sales! 

ree Through new and better products that help make home Manufacturers of rubber, plastics, paper, asphalt tile, 
uk improvement and modernization easier and lower in protective coatings and numerous other products come 
nce cost, Glidden has become an integral, growing part of to the Southern Chemical Division for ingredients 


the expanding building materials industry. 


Soybean derivatives, developed by the Glidden 
Chemurgy Division, go into coatings for insulation board 
as well as nearly all the washable wallpaper produced 
in the United States. And they are used in many other 
ways from indoor plywood to floor coverings and paint. 


The Glidden Chemicals-Pigments-Metals Division is 
a leading supplier of white and colored pigments to the 
makers of products such as plastics, oilcloth, wallboard, 
acoustical tile and even draperies and fabrics. 


derived from the pine tree. 

There is a Glidden paint to beautify and protect every 
surface inside or out. Stains and varnishes for furniture, 
gleaming enamels for appliances and kitchen cabinets 
—all are made by Glidden. 

So Glidden is growing with the rapidly expanding 
needs of the building materials industry. And this is 
typical of the way Glidden grows —through helping 
improve products, develop new ones or reduce costs 
for the growth industries Glidden serves. The Glidden 
Company, Cleveland 14, Ohio. 





DURKEE FAMOUS FOODS 


For Food Processors; 
Restaurants; Consumers 


SOUTHERN CHEMICAL PAINT 
Naval Stores; 
Terpene Chemicals; Resins 


CHEMICALS - PIGMENTS - METALS 


Pigments and Metal Powders 
for Industry 





CHEMURGY 
Soybean Derivatives; 


For Consumers; Product Finishes; 
Grain Merchandising 


Industrial Maintenance; All Surfaces 
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1957—YEAR OF StocK MARKET 
IRREGULARITY ? 


The phrase “what is the stock market 
going to do” has become outmoded and 
meaningless. The stock market no longer 
moves as a unit. There are several rea- 
sons, of which I shall mention two. The 
first is the increase in the number of 
important industries that did not even 
exist or were very insignificant twenty 
years ago. To quote from a recent ad- 
dress to the New York Society of Se- 
curity Analysts by Sumner Schlichter— 
“An increase in the number of indus- 
tries tends to dampen the effects of any 
favorable or unfavorable developments 
upon the ecenomy because such develop- 
ments affect different industries in dif- 
ferent degrees and at different times. 
The point is well illustrated by the 
effects of inventory adjustments. From 
time to time some industries are bound 
to make mistakes in judging markets 
and to allow their inventories to become 
too large or too small relative to sales. 
In an economy of a few industries, the 
efforts to correct such mistakes may be 
quite disturbing to the entire economy. 
The larger the number of industries in 
the economy, the less seriously will the 
economy be disturbed (stimulated or 
depressed) by the efforts of some in- 
dustries to restore the best ratio between 
inventories and sales. For example, dur- 
ing the last year, when the automobile 
industry made the mistake of accumu- 
lating too large inventories and then 
went through the painful process of 
reducing them, the effects on the econ- 
omy were remarkably small.” 


The second reason is the growing 
role of the institutional investor. The 
sharp increase since the war in the 
number of families with sufficient in- 
comes to create savings is an important 
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reason for this trend. These new savers, 
unfamiliar with direct investing, are 
channeling their surplus funds into life 
insurance companies, savings banks, 
loan associations and mutual funds to 
be collectively invested by professional 
management. There has also been wide- 
spread adoption of pension programs 
and profit-sharing plans. The profes- 
sional managers who control these funds 
are primarily interested in dominant 
companies with financial resources ade- 
quate to maintain the huge research 
programs necessary for continued pro- 
gress. These professional managers are 
now the principal force in determining 
market price, not the individual investor 
or trader. 


These factors have combined to make 
for a more intelligent market in which 
the outlook for individual companies 
and industries is more important than 
the broad general movement of prices. 
It has resulted in extreme selectivity. 
The Dow-Jones Industrial Average 
closed 1956 at a level about 3% above 
the 1955 closing but during 1956, 161 
common stocks on the New York Stock 
Exchange advanced 25% or more and 
98 suffered declines of 25% or more. 
Many issues today are still below levels 
reached 10 years or more ago in 1946 
despite the fact that the D-J industrial 
average advanced 177% during the 
same period. This selectivity and divers- 
ity will continue. 


The market, as measured by the aver- 
ages, held in an extremely narrow trad- 
ing range during 1956, with the high 
of 524.37 reached in April. The low 
of 458.21 was touched in January but 
closely tested on three other occasions 
during the year. Despite the wide moves 
in individual issues, the trading range 
of 12.7% for the average was the nar- 
rowest interyear price move since 1897. 
Yields on the equities in the industrial 
average have held relatively steady for 
the past two years between roughly 4% 
and 5%. Price-to-earnings ratios have 
also remained relatively stable for the 
same time period. At the year-end, the 
P/E ratio was approximately 14.3. 
These indices are not particularly high 
as compared with past ratios but they 
are certainly not low. 


In terms of central or normal value, 
the market is in the upper range of an 
area of high investor confidence with 
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investors willing to pay a high price for 
equities because of the very favorable 
long-term outlook. When the stock mar- 
ket is in a high investor confidence area 
it is, of course, vulnerable to a sudden 
change in the confidence factor, tempor- 
ary as that change may be. 


Current uncertainties may result in 
an extremely irregular stock market 
over the coming year. The majority of 
recent economic forecasts indicate a 
higher level of GNP in 1957, but prob- 
ably a temporarily lower level of profit 
margins that may hold down earnings 
on the D-J industrials to about the same 
level as both 1955 and 1956. This should 
result in a prolongation of the trading 
range in the averages that has already 
prevailed since mid-1955. 


Looking at the stock market from a 
strictly technical viewpoint, an approach 
in which I have attempted to specialize, 
I find that my graphs on the D-J indus- 
trial average indicate a rather wide po- 
tential on both sides of the market. The 
closing 1956 level was 500. The possible 
upside potential of the technical pattern 
formed over the past six months is 580 
to 600. The downside potential, on the 
other hand, is an initial 440-420 follow- 
ed by a possible 360. 


A speculative advance to 600 would 
be hardly justified at this juncture un- 
less earnings move much higher in 1957 
than is currently anticipated. Probably 
the most dangerous thing that could oc- 
cur at this time, from a technical view- 
point, would be an unjustified over-all 
speculative boom. If this occurs, it might 
set back our long-term schedule by sev- 
eral years. On the other hand, a decline 
to as low as 360 also seems improbable 
considering the extremely constructive 
long-term outlook. 

The extremes of 600 and 360 also 
appear improbable when the graphs of 
1,500 individual issues are examined. 
These graphs of individual issues show 
a probable continuation of the diverse 
price movements that have been the pat- 
tern over a considerable period of time. 
The technical patterns of individual 
stocks are a combination of excellent. 
good, fair, neutral, mediocre, poor and 
unfavorable. The sum of all these is an 
average that is meaningless when ap- 
plied to individual issues. This diversity 
is not new and it will most likely con- 
tinue for the foreseeable future. In view 
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of this probability, I envisage neither a 
sharp advance nor a sharp decline, but 
rather a wide trading area. The 1957 
range will probably be wider than the 
524-458 range of 1956. My projection 
would be 530-430 with individual issues 
showing both above and below average 
price action. 

Whatever the range or timing of this 
trading area, the ultimate breakout of 
this consolidation will, in my opinion, 
be on the upside. By the time the area 
is completed, the upside potential will 
probably be considerably above 600. 
Therefore, it would appear that selected 
common stocks should be purchased in 
1957-1958 in anticipation of a 1953- 
1956 type advance that followed the 
1951-1953 consolidation. 


The groups I favor for 1957 would 
include air-conditioning, aircraft, air- 
cement, coal, drug, electrical 
equipment, machinery, metals, natural 
gas, oil and steel. It will be noted that 
most of these groups are either in de- 
labor-saving or  wealth-in-the- 
ground groups. 


lines. 
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EpmMuND W. TABELL 
WALSTON & CO., INC. 


EQuITIES IN INFLATIONARY ERAS 


History of money since at least the 
Industrial Revolution has been one of 
declining value in purchasing - power. 
Many developments have accelerated the 
erosion, the most important being major 
wars. This trend has taught that the 
ultimate impact of reduced buying pow- 
er is to increase the value of variable 
assets, including common stocks. Fol- 
lowing this thesis many believe that the 
logic would be for a close correlation of 
the loss in purchasing power of the 
dollar and the trends for things, such 
as equities. But the history of share 
prices tells a different tale. 


Two intervals when the value of the 
dollar declined sharply were when the 
inflations of World Wars I and II had 
their severest impact. From the begin- 
ning of 1917 to the middle of 1920 in- 
flation resulted in a loss of 44% in pur- 
chasing power of the dollar. Yet stock 
prices were materially lower in June, 
1920, than they were 214 years earlier. 
From the end of World War II in Sep- 
tember, 1945, to the midle of 1949, the 
decline in the buying value of the dol- 
lar was 24%, During that interval stock 
prices first declined and then backed 


and filled for three years. 


On the other side of the spectrum, 
two other periods when the stock market 
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had substantial advances may be re- 
viewed. From the 1921 low to the 1929 
high prices, as gauged by the D-J in- 
dustrial average, increased more than 
six fold. During this entire interval the 
purchasing power of the dollar fluct- 
uated within a range of 8%. And, at 
the 1929 high, the value of the dollar 
was within 214% of its worth in 1921. 
Even discounting the last most specula- 
tive stage of the 1921-1929 advance, the 
rise in equity prices was tremendous. 
Observing a more current interval, there 
is the phase from the September, 1953 
low to the April, 1956 high in which the 
Dow-Jones industrials more than 
doubled. This was accomplished at a 
time when the buying worth of the dol- 
lar, based on the Consumer Price Index, 
deviated by only about 1%. 


Reasoning behind these diverse mar- 
ket movements is not as paradoxical as 
it seems. During intervals of inflation, 
costs are rising sharply with resultant 
adverse effect on profit margins, be- 
cause consumer resistance or competi- 
tive factors, or a combination of both, 
preclude passing along the full impact 
of higher outlays. This is especially true 
at the present time. For example, on an 
overall basis 1956 was the most pros- 
perous year in volume the country has 
ever known. But corporate profits, after 
taxes, were about the same as in 1955. 
Usually as the forces of inflation expand, 
living costs rise faster than wages and 
real earnings decline. This has often re- 
sulted in adjustments in the economy. 
Finally, when consumer prices level off, 
the loss in purchasing power of the 
dollar is frozen, in part at least, in the 
economy. That is why at the bottom of 
the 1932 depression, the worst period 
American business has ever known, the 
worth of money was actually less than 


before World War I. 


Here is how the D-J industrials would 
appear as adjusted for the purchasing 
power of the dollar. At approximately 
480, this is more than 214 times the 
1946 high of 213; close to 21% times 
the 1937 top of 195 and 24% above 
the 1929 pinnacle of 386. Adjusted for 
changes in the purchasing power of the 
dollar, 480 for the industrials would be 
revised to 407. This would compare with 
an adjusted high of 270 in 1946; with 
a peak of 321 in 1937 and 522 at the 
1929 top. Accordingly, even allowing 
for the sharp decline in the worth of 
currency, shares are historically high 
even though beneath the 1929 adjusted 


top. 
FRANCIS I. Du PONT & CO. 
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EXTRA 
BRAINPOWER : 
for : 


COMMUNITY BANK 
TRUST OFFICERS 





One of the Advantages 
of membership in the et 
Studley, Shupert Trust Investment Council 


There is no doubt that the average 
community bank trust officer is hand- 
icapped by a limited staff and lim- 
ited research facilities. Again and 
again, when he’s up against a diffi- 
cult problem, you’re apt to hear him 
say (as you may have said) : “I'd give 
almost anything if I had some one to 
turn to for advice and help. I need 
somebody—or some group—with a lot 
of experience, a lot of good judgment, 
and a lot of reliable, up-to-date in- 
formation that’s right on tap, all the 
time. J need some extra brainpower!” 

Well . . . this is precisely what the 
Studley, Shupert Trust Investment 
Council has been providing since 
1948. Council Members—now num- 
bering nearly 100 progressive com- 
munity banks—cooperatively share 
the cost of a capable staff of men and 
women trained and experienced in 
every phase of investment manage- 
ment. 

The services of this staff are avail- 
able to Members at all times. And 
these services include specific, easy- 
to-understand advice and suggestions 
for meeting Members’ individual 
problems, as well as a continuous flow 
of assistance with the routine day-to- 
day problems common to all commu- 
nity bank Trust Departments. 

Membership—at a surprisingly low 
annual fee—is available to any for- 
ward-looking bank. An inquiry will 
bring you further details without any 
obligation on your part. 


STUDLEY, SHUPERT 
TRUST INVESTMENT 
COUNCIL 


900 PROVIDENT TRUST BLDG. 
PHILADELPHIA 3, PA. 





TRUST INVESTMENT 
COUNCIL 
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EQUITY CHANGES IN COMMON TRUST FUNDS 


OMMON STOCKS OF 30] COMPANIES 
. were newly purchased or complete- 
ly eliminated by one or more of 90 
Common Trust Funds making their an- 
nual report in the fourth quarter of 
1956. The activity covered the twelve 





N S 
Drucss, Foops, Tospacco 
Abbott Laboratories -.. 3 3 
Amer. Chicle —........ ee ee | 
Amer. Home Products oe ae 
Amer. Tobacco = : a 
Beatrice Foods 2 
Best Foods <a 
Borden eieeiiziaet en 
Campbell Soup 2 
Coca Cola 1 
Colgate-Palmolive ee 
Corn Products Refin. 3 3 
General Foods 4 
General Mills 3 2 
Jewel Tea ‘ 2 
Liggett & Myers Tobacco. . 1 
McKesson & Robbins 1 
MINES, dnattcncnctsos ses ae | 
National Biscuit —... 4 
Nat. Dairy Products 7 
National Tea -_... ; 2°32 
Parke Davis Se ee 
SE 
|S a aD | 
Pikway Mis —....... 8 1 
Procter & Gamble —_.... 2 
Quaker Oats -_.. ree 
R. J. Reynolds Tobacco a 
Sterling Drug 6 
Sunshine Biscuits —_. 4 
kon 4 
United Biscuit 1 
United Fruit 1 4 
Wm. Wrigley, Jr. 3 


FINANCIAL & INSURANCE 


Aetna Insur. 

Aetna Life Insur. 

Amer. Automobile Insur. 
Amer. Insurance = -__....---.-- 1 
Bank of America __....... 1 


Bank of New York _. 
Bankers Trust 
Beneficial Finance .. 


Calif. Bank, Los dinedion. 1 
Chase Manhattan 1 
Chem. Corn Exch. 1 
C.1.T. Financial aS 3 
Citizens & So. Nat. Bk. 1 
Commercial Credit — 2 
Conti. Ill. Nat. Bk. 1 
Continental Insur. -__.- 2 
Crocker-Anglo Nat. Bk. 1 
Fidelity-Phenix Fire Insur. 1 
Fireman’s Fund Insur. 2 
First Amer. Nat. Bk.— 
ae 1 
First Nat. Bk.—Boston 
First Nat. Bk.—Dallas 
First Nat. Bk.—Memphis~— 1 
First Nat. Bk.—St. Louis 1 
First Nat. City Bk.—N. Y. 4 
First Penn. Banking & Tr. 1 
Glens Falls Insur. ttm 
Guaranty Trust—N. Y. .. 4 
Hanover Bank—N. Y. 
Hartford Fire Insur. ........_ 1 
Household Finance -... 1 
a 1 


Manufacturers Trust 
Marine Midland Corp. 
Maryland Casualty : 
Mercantile Trust—St. Louis 1 
Nat. Bk. of Detroit —.. 1 
Nat. City Bk. of Cleveland 1 
Nat. Union Fire Insur. -. 
Phila. Nat. Bk. —........ 
Provident Fed. Sav. & L’n. 
Springfield F. & M. Insur. 
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24 
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13 

1 
11 
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report. 


funds 


month period prior to the date of each 


In the list appended, the number of 
(out of the 90 studied here) 
which during the year added a stock to 
their holdings is listed in the “N” col- 


umn; those that have eliminated a stock 
from their list are recorded in the “S” 
column; and the number of funds 
(among the 90) holding the stock after 
allowing for these operations is shown 


in the “H” column. 





Transamerica -........-.- te 1 
Travelers Insur. - Bea 3 
U. S. Life Insur. -~ 1 
U. S. Nat. Bk. —Portland, 
Cae =. cotepseaea Nee | 


INDUSTRIALS 


Addressograph—Multi. 

Air Reduction 

Allied Chem. & Dye 

Allis Chalmers : = 

Alpha Portland Cement LS 

Amer. Brake Shoe _ 

Amer. Can : 

Amer. Cyanamid : : 

Amer. Mach. & Foundry . 

Amer. Rad. & St. San. 

Amer. Smelt. & Ref. 

Amer. Viscose 

Archer- Daniels-Midland 

Armstrong Cork ... 

Atlas Powder ance 

Bendix Aviation —_--.. 

Boeing Airplane 

Borg-Warner 

Bucyrus-Erie 

Burroughs 

I og Se in 

Caterpillar Tractor 

Chrysler 

Clevite . 

Columbian Carbon 

Continental Can 

Corning Glass Works 

Crown-Zellerbach 

Curtiss-Wright 

Deere t 

Diamond Match | 

Dow Chemical 

Dresser Industries 

du Pont _ 

Eastman Kodak 

Elec. Storage Battery 

Fed.-Mogul-Bower Bearing 

Firestone Tire & Rubber _ 

Flintkote 

Ford Motor 

General Electric 

General Motors 

Gillette 

Glidden eee 

B. FF. Joodrich | a , 

Goodyear Tire & Rubber | "2 

W. R. Grace m~ 

Great Northern Paper 

Hazel-Atlas Glass 

Hevi-Duty Electric 

Hooker Electrochemical 

Industrial Rayon 

Ingersoll-Rand Coe ane 

International Busi. Machs.. 

International Harvester 

International Paper 

International Salt 

International Shoe 

John’s Manville Seater 

Johnson & Johnson __. 

Kimberly Clark _— a oe 

Libbey-Owens-F ord Glass" a) Ue 

Link-Belt 3 

McGraw Electric | 

Mesta Machine _............ 2 

Minneapolis-Hon’yw’ll Reg. 2 
5 
3 
1 
1 
3 
1 


oe ee -  e 


see oe DH DD 


CORR KR WH RD We 


— 
aS ee ee OC 


ee 


wr ds 


_ 


ole 


Monsanto Chemical __. 
Nat. Gypsum ___.. re 
Olin Mathieson Chemical _ 
Otis Beevator —..___.. ...... 
Penn. Salt Mfg. 
Pitney-Bowes 
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12 
13 
32 
27 


36 


Pittsburgh Coke & Chem... 
Pittsburgh Plate Glass __. 
Radio Corp. of Amer, __ 
een) ae SEO 
Royal McBee 

Scott Paper : ciate 
Sherwin Williams —-.-- 
Spencer Chemical 

Sperry Rand 

Square D 

J. P. Stevens ‘ 
Sylvania Elec. Products 
Technicolor, Ine. __.. 
Texas Gulf Sulphur 
Thompson Products 
Timken Roller Bearing 
Union Bag-Camp Paper 
Union Carbide & Carbon 
United Shoe Machinery 
U. S. Gypsum cs 
Victor Chemical Wks. 
West Va. Pulp & Paper 
Westinghouse Electric 
White (S. S.) Dental Mfg. 
Yale & Towne Mfg. ___. 


MERCHANDISING & MISCELLANEOUS General Tel. 


Allied Stores 

Amer. Stores 

Best & Co. _ ees 
Federated Dept. ‘Stores 
First National Stores _ 
W. T. Grant 
H. L. Green 
S. S. Kresge ia Peat 
he 2 Bee 
ee ee 
Marshall Field 

May Dept. Stores 
Montgomery Ward 

G. CC. Murphy —— 

J. J. Newberry __.. 

J. C. Penney 
Red Owl Stores _ pecnees 
Safeway Stores — 
Sears Roebuck Acne 
F. W. Woolworth —_...... 


PETROLEUM, Minine & 


Allegheny Ludlum Steel _.. 
Aluminium, Ltd. - 
Aluminum Co. of Amer. 
Atlantic Refining 
Bethlehem Steel 
Climax Molybdenum Pes 
Coatinental O81 —— 
a 
Halliburton Oil Well Cmtg. 
Inland Steel 
International Nickel 
Kennecott Copper 
National Lead 
National Steel 





New Jersey Zinc _ ee 
Newmont Mining —..... 
eae eee 
Phelps Dodge 
Phillips 
0 ee rere 
Sinclair Oil — 
Socony Mobil Oil 
Standard Oil—California 
Standard Oil—Indiana 
Standard Oil—New Jersey 
Standard Oil—Ohio — 
Sunray Midcontinent Oil — 
, SES See ae 
Union Oil 
U. S. Steel 





Petroleum 





N SH N S H 
u 1 Pusiic UTILITIES 
3 22 
2 8 Amer. Gas & Elec. i 2:96 
1 1 Amer. Natural Gas 3 10 
1 1 Amer. Tel. & Tel. ine 72 
1 17 Baltimore Gas & Elec. .. tL. 2 
2 110  #£4Boston Edison aa 1 8g 
1 1 Carolina Pwr. & Lt. : 2%. FJ 
2 4 Carolina Tel. & Tel. .... 1 1 
1 5 Central Illinois Light 1 4 
2 Central Illinois Pub. Serv. 1 2 
2 4 Central & South West 1 19- 
1 Cincinnati Gas & Elec. 2 1 20 
& $35 Cleveland Elec. Ilum. - 1 21 
1 6 Columbia Gas System 1 3 
1 2 Commonwealth Edison 6 46 
1 8 Consol. Edison , is 
6 1 69 Consol. Nat. Gas 2 21 
1 3 Consumers Power 3 24 
4 1 26 Dayton Power & Light 1 10 
15 Delaware Power & Light — 1 9 
2 4 Detroit Edison 1 7 
11129 Duquesne Light 6 15 
1 Equitable Gas __.... : 4 
1 2 Florida Power & Light _. 1 1 4 
General Public Utilities 2 11 
nm. ¥. . 8 5 
Idaho Power __...... eer yf 
1 6 Illinois Power 3 15 
1 2 Indianapolis Pwr. & Lt. 3 10 
1 1 Iowa-Illinois Gas & Elec. - t 3 
1 10 Towa Power & Light _ 1 3 
7 : Kansas Gas & Elec. . 2 3 
a Kansas Power & Light 2 2 
3 3 Lone Star Gas 1 10 
1 1 4 Long Island Lighting 1 1 
Louisville Gas & Elec. 2 4 
: 1 ' Madison Gas & Elec. 1 2 
4 1 19 Middle South Utilities z 1.36 
9 16 New England Elec. System 1 5 
1 3 N. Y. State Elec. & Gas 2 on 
1 3 Niagara Mohawk Power 3 1 25 
6 51 Northern Illinois Gas A 2.8 
11 Northern Natural Gas _ 1 10 
9 2 Ohio Edison .. 4 19 
3 2 £0 Pacific Gas & Elec. 8 27 
2 217 Pacific Lighting 1 7 
Pacific Power & Light. tgs 1 
Penn. Power & Light - 4 8 
METALS Peoples Gas Light & Coke 2 1 13 
1 4 Phi la. Elec. 3 28 
2 6 Public Service Elec. & Gas 1 8 
2111 Public Service—Colorado - 214 
4 13 Public Service—Indiana i in 
8 22 Republic Nat. Gas : 1 
2 2 San Diego Gas & Elec. x J 
1 1 26 Southern Co. 5 tei lie 2 12 
2 131 Southern California Edison & i 
2 5 Southern Nat. Gas __...... 1 
3 29g Southwestern Public Serv.. 1 1 2 
23 5 Texas Utilities 2119 
6 150 Toledo Edison 1 
m3 31 Union Electric 2 11 
1 114 United Gas  & BST 
elegy United Gas Improvement ae: 2 
: 2 Utah Power & Light 1 4 
3 11g £2Virginia Elec. & Power 1 19 
2 113 Wisconsin Elec. Power - 1 13 
6 274 Wisconsin Public Service — 1 
a ae 
2 114 TRANSPORTATION 
4 1 46 
1 33 Atch. Top. & Sante Fe .. 4 18 
9 144 Chesapeake & Ohio _..... 1 10 
5 68 Gen. Amer. Transportation 2 16 
2 6 Great Northern Rwy. _... 2 5 
z 1 Louisville & Nashville Rwy, 1 6 
6 66 ne We 1 ] 
2 1 7 + #£42x45Seaboard Airline Rwy. —.... 2 2 
10°1223 Union Pacife R.R. —..- 1 25 
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ANACONDA | 


more than copper 


MANGANE 


as ymportant to steel as iron! 


A world without steel is difficult to 
picture—but that’s pretty much the 
kind of world we’d have if it weren’t 
for manganese. 

No matter by which of the modern 
processes steel is made, eleven to four- 
teen pounds of manganese go into 
every ton. And no satisfactory substi- 
tute for manganese has yet been found. 

Manganese is important, too, in 
the chemical industry. And modern 
dry-cell batteries, like steel, could not 
be easily made without it. Most of 
the manganese used in the United 


RY 1957 


States must be imported, and two- 
thirds of the world’s reserves of high- 
grade ore lie in countries behind the 
iron curtain. The strategic importance 
of manganese is plainly evident. Ana- 
conda’s importance in manganese pro- 
duction is quite clear, too. Currently, 
over half of the domestic production 
of manganese comes from the “Emma 
Mine” in Butte, Montana. 

This vital metal is just one of 
many in Anaconda’s line of non-fer- 
rous metals and metal products—the 
most extensive offered industry today. 


56280-A 


The 


pNP Nore) tay 4% 


OToTaaler-lahy 





The American Brass Company 
Anaconda Wire & Cable Company 
Andes Copper Mining Company 
Chile Copper Company 
Greene C a Copper Company 
Anaconda Aluminum Company 





Anaconda Sales Company 


International Smelting and 
Refining Company 
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President Eisenhower’s inaugural 
speech made clear his determination to 
pledge the resources of the United 
States to support the security and pros- 
perity of free peoples everywhere, unless 
balked by Congressional refusal to im- 
plement his total rejection of isolation- 
ism. Undertakings of the global scope 
outlined in his address would involve 
commitments in men and money which 
stagger the imagination. The battle, cold 
or hot, will not be won, however, unless 
the economy can support the demands 
which will inevitably be made upon it. 


In slightly over eleven years since the 
end of World War II, this country has 
poured out an estimated $100 billion in 
money and goods to help people in all 
parts of the world, all at U. S. taxpayer 
expense. As a tribute to the strength of 
the economy and the honesty and pati- 
ence of the individual taxpayer, it is an 
extraordinary record which legislators 
have unfortunately come to take for 
granted, 


Asserting that the country is in sound 
condition despite the threat of inflation- 
ary forces, the President has presented 
a 1957-58 budget of $71.8 billion. In 
the three year period since fiscal 1955, 
government costs have risen $7.2 billion, 
or some 10%, and economy has seem- 
ingly ceased to be a primary goal. 


Determination to maintain a balanced 
budget is stressed but the shift in em- 
phasis from strict economy and limited 
government involvement in social ven- 
tures only four years ago now becomes 














evident. Fiscal restraint has been re- 
laxed upon the assumption that 1957-58 
will produce $73.6 billion in revenue 
from an increase in 1957 corporation 
profits of about $1 billion and some 
$14.5 billion in personal income. At 
this stage of a record-breaking boom, 
it may be pushing luck a bit to project 
still higher profits all-around to support 
this mammoth load. 


The Social Security and Highway 
programs are being financed outside of 
the budget and, while they are counted 
upon to build up cash surplus in the 
coming period, they will call for colossal 
amounts of money in future years which 
will have to be met by taxes. Highway 
investment in the next thirteen years 
has been estimated as high as $95 bil- 
lion, not all for Federal account, it is 
true, but the total will be significant, 
even if partially covered through in- 
creased excise taxes and over-the-road 
levies on trucks. Social Security is also 
piling up huge potential liabilities not 
compensated for on a sound actuarial 
basis. 


A balanced budget and maintenance 
of a stable dollar were among the main 
objectives of the Administration upon 
taking office in 1953. The first required 
three years and the second has been 
achieved in limited degree, according 
to the National Industrial Conference 
Board’s all-items index of consumer 
prices, which shows a decline in the 
purchasing value of the dollar from 100 
cents in 1953 to 96.9 cents in Decem- 
ber 1956. Of the 3.1 cents shrinkage in 
this period, 2.1 cents occurred during 





1956 and is generally attributed to last 
year’s budget boost after two years of 
comparative austerity. While the record 
on dollar stabilization is markedly better 
than that of preceding administrations, 
it is still on the wrong side of the scale. 


The disturbing feature, however, lics 
in the altered viewpoint; now the accent 
is upon what would have been consid- 
ered four years ago as non-essentials or 
marginal objectives to be considered 
only if finances permitted. The Hoover 
Commission recommendations have been 
acted upon in only minor degree. The 
number of Government employees has 
been increased. Additionally, the Presi- 
dent is also on record that any business 
recession would be countered with every 
constitutional means at his command, 
regardless of red ink figures. Reduced to 
simplest terms, in spite of Administra- 
tion appeals for labor and management 
to avoid excesses which would exert in- 
flationary pressures, its own actions are 
diametrically opposed to sound finance. 


Some influential members of Congress 
have already echoed the deep concern 
of Secretary of the Treasury Humphrey 
over the President’s failure to hold to 
his previous economy line. If heavy 
spending and commitments for projects 
which could properly be deferred con- 
tinue, the fear is that less prosperous 
times might precipitate an economic 
crisis which would endanger this coun- 
try’s ability to perform at top strength 
in world leadership. A sound economy 
and a sound dollar are our best assur- 
ances to that end. For that reason, al- 
though Congress may feel that restraint 
should stem from the Executive rather 
than from the Legislative branch, a 
thoughtful pruning job on the new bud- 
get appears very much in order. 


ScHooL Bonps Leap NEw IssuEs 


As pressure on liquid in a closed con- 
tainer is transmitted to all parts, so have 
the various sectors of the capital mar- 
kets felt the squeeze in interest rates 
during the past year. Tax exempt bonds, 
however, have been pushed about some- 
what more than usual in the rush as 





Table 1. School Bond Issues by Issue Size Class 


Fourth Quarter 1956 


Table 2. Net Interest Cost on General Obligation 


(Unlimited Tax) Bonds Issued in Sept. 1956* 
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Number Percent of Total ; A Rated Issues (Moody's) Aa Rated Issues (Moody's)| 
Size of Issue of Value of Size of Issue No. | edi R No. Medi 
‘iaaee Issues No. ict ee edian ange eden edian Range | 
Issues 
$50,000 or under 80 2,409,000 12.8 0.5 $250,000 or under 5 cM | 3.06-4.13 + 2.85 2.59-3.12 
$51,000 - $100,000 62 4,970,000 9.9 ae $251,000 - $500,000 4 3.15 2.93-3.39 1 2.60 “-- 
$101,000 - $250,000 140 24, 160,000 22.4 5.3 $501,000 - $1,000,000 4 3.11 3.05-3.16 3 2.87 2.67-2.94 
$251,000 - $500,000 130 | 49,351,000] 20.7 | 10.9 1,000,001- $3,000,000 10 3.29 | 3,14-4.55 5 2.91 | 2.68-3.10 
$501,000 - $1,000,000 98 | 73,610,000] 15.6 | 16.2] [Over $3,000,000 4 3.29 | 3.17-3.39 5 2.86 | 2,63-3.08 
$1,000,001 - $5,000,000 108 225,857,000 sy me 49.7 “a 
Over $5,000,000 9 | 73,761,000] _1.4 | 16.3 All Issues 27 3.23 | 2.93-4.13| 18 2.87 | 2.59-3.12 
Totals 627 |$454,118,000} 100.0 100.0 *Covers all issues having an average maturity of 8 to 16 years. 
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they have been forced into closer com- 
pelition with their plebeian rivals for 
the investment dollar. This has resulted 
in numerous postponements by officials 
reluctant to face higher costs of borrow- 
ing and has sparked pleas for speeding 
the financing of schools and other need- 
ed municipal improvements but thus far 
no practical method of favoring this 
group has evolved. 


According to figures prepared by the 
Investment Bankers Association of 
America, the school program has not 
fared too badly during the fourth quar- 
ter of 1956, having placed $495 million 
bonds to rank first in the total $1.385 
billion all-purposes municipal offerings, 
or nearly 36%, in spite of the tendency 
of such issues to fall on the small side 
in dollar totals, as shown in Table 1. 
The nine offerings of $5 million or more 
accounted for only 16.3% of the total 
school bonds sold, while the same size 
group in the general municipal category 
represented 42% of the dollar total. 

The IBA also made a study of net in- 
terest costs based upon the size of issue, 
the sample being taken on certain gen- 
eral obligation bonds of 8-16 year ma- 
turity placed in September 1956. This 
month was chosen as one in which yields 
remained relatively stable as gauged by 
averages prepared by Moody, Standard 
and Poor’s and The Bond Buyer. From 
the data in Table 2, it appears that offer- 
ings of small dollar amount need not 
suffer from discriminatory rates if qual- 
ity is equal to that of large issues, un- 
less the sample in evidence is unrepre- 
sentative because of relatively small cov- 
erage. The Association also ventures the 
thought that small issues may fare as 
well as or even better than larger offer- 
ings in an extremely tight money market. 

The foregoing seems to take some of 
the edge from complaints of public ofh- 
cials that school construction is being 
throttled by inability to sell bonds. It 
must be admitted that added costs are 
a real item to any borrower, municipal 


or corporate, but as an alternative to 
the inevitably greater construction costs 
which a_ further-inflated price level 
caused by resort to artificially cheap 
money would bring, today’s going 
money rates appear vastly preferable. 


1956 Equiry Money Up 


The year 1956 registered record activ- 
ity in the field of security underwriting, 
with total offerings of nearly $7.2 bil- 
lion, or slightly more than $1 billion 
above the previous year. It also saw 
introduction of Ford Motor Co. stock 
to 350,000 new partners, as well as such 
large transactions as the $300 million 
General Electric debenture offering. 
$250 million American Telephone and 
Telegraph and $167 million Sinclair Oil 
debentures and a chunk of 1,278,833 
new common shares of General Motors. 
It was, in short, according to a survey 
prepared by the Investment Dealers Di- 
gest, a period which conclusively dem- 
onstrated the efficiency of the investment 
banking machinery in meeting the needs 


.of borrowers and lenders of capital. 


Considering the tax advantages which 
debt financing offers, it is a good omen 
that equity financing rose $350 million 
to $2.256 billion, approximately 35% 
of the total increase for the year. The 
first half of 1956 accounted for the 
larger part of this activity due to the 
more favorable stock market tone then 
ruling, with industrial companies the 
chief beneficiaries of this new money. 
The utilities took $200 million less than 
the year before but raised slightly over 
$100 million more through sale of pre- 
ferred stock. Railroad equity financing 
was only $1.2 million against $3 million 
one year earlier. Banks gobbled up 
about $86 million to swell their capital 
accounts, too. 


Although it may be premature (and 
it must be admitted that present pros- 
pects for tax relief in this session of 
Congress appear dim) to hope for ex- 
clusion from income of the first $100 
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CITIES SERVICE COMPANY 


Dividend Notice 


The Board of Directors of Cities Service Company has 
declared a quarterly dividend of sixty cents ($.60) per share 
on its Common stock, payable March 11, 1957, to stock- 
holders of record at the close of business February 15, 1957. 


ERLE G. CHRISTIAN, Secretary 





Fesruary 1957 








American-Standard 


PREFERRED DIVIDEND 
COMMON DIVIDEND 


A quarterly dividend of $1.75 per share 
on the Preferred Stock has been de- 
clared, payable March 1, 1957 to 
stockholders of record at the close of 
business on February 21, 1957. 

A quarterly dividend of 35 cents per 
share on the Common Stock has been 
declared, payable March 25, 1957 to 
stockholders of record at the close of 
business on February 21, 1957. 


AMERICAN RADIATOR & STANDARD 
SANITARY CORPORATION 


FRANK J. BERBERICH 
Secretary 












AND CARBON CORPORATION 


UCC 


A cash dividend of Ninety cents 
(90¢) per share on the outstanding 
capital stock of this Corporation has 
been declared, payable March 2, 
1957 to stockholders of record at the 
close of business February 1, 1957. 


BIRNY MASON, JR. 
Secretary 
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SOCONY MOBIL 
OIL. COMPANY 


INC. 


Dividend No. 184 


The Board of Directors on January 
15, 1957, declared a quarterly divi- 
dend of 50¢ per share on the out- 
standing capital stock of this 
Company, payable March 9, 1957, 
to stockholders of record at the 
close of business January 30, 1957. 


A. M. SHerwoop, Secretary 


SS 
YALE & TOWNE 


Declares 276th Dividend 
37'2¢ a Share 


On Jan. 24, 1957, 
dividend No. 276 
of thirty-seven 
and one-halfcent 
per share was 
declared by the Board 
of Directors out 
of past earnings, 
payable on 
April 1, 1957, to 
ry, stockholders of record 
||, at the close of business 
Mar. 14, 1957. 














F. DUNNING 


Executive Vice-President and Secretary] 


THE YALE & TOWNE mrc.co. 


Cash dividends paid in every year since 1899 
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of dividends received and a boost in 
dividend credit to 10%, as compared 
with the current $50 and 4% allow- 
ances, the New York Stock Exchange is 
doing an educational work by distribu- 














AMERICAN GAS 
AND ELECTRIC COMPANY 


44 
Common Stoek Dividend 


0 A\"csuler quarterly dividend of thirty- 
six cents ($.36) per share on the 
Common capital stock of the Company 
issued and outstanding in the hands of the 
public hes been declared payable March 
11, 1957, to the holders of record at the 
close of business February 11, 1957. 


W. J. ROSE, Secretary 
January 30, 1957. 
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THE DAYTON POWER; 
AND LIGHT COMPANY 


DAYTON, OHIO 
138th Common Dividend 


The Board of Directors has declared a 
regular quarterly dividend of 60c per 
share on the Common Stock of the 
Company, payable on March 1, 1957 
to stockholders of record at the close 
of business on February 8, 1957. 


GEORGE SELLERS, Secretary 
January 15, 1957 














C CONTINENTAL 

z, CAN COMPANY, Inc. 

161st 

COMMON DIVIDEND 
A regular quarterly divi- 
dend of forty-five cents 
(45¢) per share on the 
common stock of this 
Company has been de- 
clared payable March 15, 
1957, to stockholders of 
record at the close of 
business February 25, 





49th 
PREFERRED DIVIDEND 


A regular quarterly divi- 
dend of ninety-three 
and three-quarter cents 
($.9334) per share on the 
$3.75 cumulative pre- 
ferred stock of this Com- 
pany has been declared 
payable April 1, 1957, to 
stockholders of record at 
the close of business 
March 15, 1957. 


2nd 
SECOND PREFERRED DIVIDEND 


A regular quarterly divi- 
dend of one dollar twelve 
and one-half cents 
($1.12 4) per share on the 
Second Preferred stock 
($4.50 cumulative) of this 
company has been de- 
clared payable March 30, 
1957 to stockholders of 
record at the close of 
business March 1, 1957. 


LOREN R. DODSON, 
Secretary 
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ting a pamphlet urging these new limits 
and explaining the significance to in- 
vestors of the double taxation of corpo- 
ration dividends. The point is made that 
the present token credits instituted in 
mid-1954 have encouraged broader 
share ownership, with some 10,000,000 
owners now estimated to share in our 
industrial partnership, and that, despite 
these credits, tax revenues to the Gov- 
ernment from dividends were higher in 
1955 than in 1953, the last year before 
these credits became effective. 


a & & 

COMMON STOCK VALUES 
(Continued from page 106) 
dividends and prospective dividends and 
has largely disregarded future stock 


prices. Two observations on the subject 
of capital gains are now in order. 


First, a growth stock which is cor- 


rectly appraised at the present time will ‘ 


show a higher appraisal a decade or two 
hence, for when the predicted larger 
dividends have become current or immi- 
nent their present values (hence, pre- 
sumably, the market value of the stock) 
become substantially greater. This is not 
an advantage over nongrowth stocks; 
the nongrowth stocks pay more in the 
earlier years, and the value gains in the 
growth issues merely represent the com- 
pensating deferred income as it becomes 
more imminent. If taken by sale as a 
low-taxed capital gain, this is of course 
an advantageous form of income. 


Second, a growth stock which is 
bought at a price which contemplates 
15 to 20 years’ growth, but which re- 
tains its growth tendencies for a longer 
period, will obviously show a great pro- 
fit. There would be an equal or greater 
profit in a nongrowth stock which be- 
gan to grow, or in a growth stock which 
grew faster than anticipated—and dis- 
appointments could occur, too. But we 
make a particular point of years of 
growth because conservative appraisals 
must needs estimate strong growth 
trends at 15 to 20 years’ duration, 
whereas history shows the clear possi- 
bility of longer periods. These longer 
periods may be recognized by the mar- 
ket in higher prices almost year by year, 
if time passes without any, evidence of 
slackening growth capacity. 


: A Word of Caution 


Before concluding this article it 
seems desirable to emphasize the need 
for common sense in the appraisal of 
growth stocks. As our tables indicate, it 
is easy to “prove” that a fast-growth 
stock is worth 40 to 50 times current 


dividends, simply by assuming an im- 
pending 40 or 50 years of rapid growth 
and a 6 per cent or less yield basis. But 
we feel that growth rates projected be- 
yond 20 or 30 years should be evaluated 
at rather high yield rates—at least 7 
per cent—and if this is done, our tables 
indicate that 30 or 35 times current 











SOUTHERN 
NATURAL GAS 
COMPANY 


Birmingham, Alabama 


Common Stock Dividend No. 72 


A regular quarterly divi- 
dend of 50 cents per share 
has been declared on the 
Common Stock of Southern 
Natural Gas Company, pay- 
s able March 13, 1957 to 
= stockholders of record at the 
close of business on February 
98, 1957. 

H. D. McHENRY, 
Vice President and Secretary. 
Dated: January 19, 1957 























Atlas Corporation 
33 Pine Street, New York 5, N.Y. 











Dividends declared on 
59 Cum. Preferred Stock 
and Common Stock 


® Preferred Dividend No. 3 
Regular quarterly of 25¢ 
per share 
Payable March 15, 1957 
Record date February 28, 1957 


* Common Dividend No. 61 


Regular quarterly of 15¢ 

per share 

Payable March 20, 1957 
Kecord date February 28, 1957 


WALTER A. PETERSON, 


‘ Treasurer 
January 18, 1957 
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THE FLINTKOTE COMPANY 


New York 20, N. Y. 


Ss 

‘ 
H '‘ 
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° ' 
4 ’ 
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4 ‘ 
° ‘ 
: ' 
‘ ; 
‘ A quarterly dividend of $1.00 per } 
* share has been declared on the } 
™~ . ’ 

; $4 Cumulative Preferred : 
+ Stock payable March 15, 1957, } 
+ to stockholders of record at the : 
‘ close of business March 1, 1957. } 
‘ A quarterly dividend of $.60 per {| 
s share has been declared on the } 
* Common Stock payable March | 
§ 15, 1957, to stockholders of record H 
, at the close of business March 1, H 
$ 1957. ‘ 
: WILLIAM FEICK, Jr., . 
- Treasurer ‘ 
4 ’ 
: ‘ 


February 6, 1957. 
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dividends (and this would usually mean 
20 to 27 times current earning power) 
is high enough for all but the most 
promising stocks and too high for most. 

it is perhaps necessary to defend any 
counsel of conservatism in growth stocks, 











THE TEXAS COMPANY 


218th 


Consecutive Dividend 


A regular quarterly dividend of 
fifty cents (50¢) per share on 
the Capital Stock of the Company 
has been declared this day, pay- 
able on March 9, 1957, to stock- 
holders of record at the close of 
business on February 1, 1957. 
The stock transfer books will re- 
main open. 








S. T. CRossLAND 


Vice President & Treasurer 
January 25, 1957 


The Board of Directors of Central 
and South West Corporation at its 
meeting held on January 21, 1957, 
declared a regular quarterly divi- 
dend of forty cents (40c) per share 
on the Corporation’s Common 
Stock. This dividend is payable 
February 28, 1957, to stock- 
holders of record January 31, 1957. 


LeRoy J. SCHEUERMAN, 
Secretary 


CENTRAL AND SOUTH WEST 


CORPORATION 
Wilmington, Delaware 














COMMON STOCK 
DIVIDEND 
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ALLIED CHEMICAL & DYE 
CORPORATION 


DIVIDEND 


Quarterly dividend No. 
144 of $.75 per share has 
been declared on the Com- 
mon Stock of the Com- 
pany, payable March 8, 
1957, to stockholders of 
record at the close of busi- 
ness February 15, 1957. 
RICHARD F. HANSEN, 
Secretary 
January 29, 1957 





Continuous Cash Dividends 
Have Been Paid Since - 
Organization in 1920 
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for since the war almost any indiscrimi- 
nate purchase of a growth issue has 
seemed to result in a large profit. There 
have been a number of factors behind 
this, and in our opinion most of them 
are nonrecurring. Among these factors 
are the following: 


(1) General Market Rise. The post- 
1950 popularity of stock investments 
has resulted in increased price-earnings 
and price-dividend ratios for all high- 
grade stocks, including growth stocks. 


(2) The General Price-Level Infla- 
tion. Corporate earnings and dividends 
since 1945 have been “catching up” to 
the general inflation of 1940-1953. Dur- 
ing this period many growth stocks 
doubled their earnings and dividends in 
real terms and the price-level inflation 
doubled them again, resulting in multi- 
plication by four. 


« 


(3) Commencement of Growth. When 


‘a stock enters a promising long-term 


growth phase its value may rise rapidly 
from 15 or 20 times dividends to 30 or 
35 times dividends. Thereafter, even as 
the expected growth takes place, the 
present value of future dividends (and 
presumably the price of the stock) may 
rise relatively slowly. 


(4) Irregular Growth. Long - range 
earnings and dividend progress is often 
made in irregular spurts and market 
recognition occurs similarly. In conse- 
quence, short-term gains of sizable 
amounts give an impression of high- 
average speed. 


(5) Improved Quality. Many spectac- 
ular stock price gains since the war have 
reflected the “growing up” of a company 
or its industry, with a consequent shift 
from a speculative 7 per cent yield basis 
to an investment-grade low-yield rating 
for the stock. This gain will of course 
occur but once. 


When all of the nonrecurring elements 
in these five factors are given due 
weight, the postwar record can hardly 
be held to prove that any growth stock 
at any indiscriminate price is certain 
to provide capital gains in the future. 


A AA 


@ Alger J. Jacobs and Herbert B. Drake, 
vice presidents and investment officers 
of Crocker-Anglo National Bank, are 
participating in the television series “In- 
troduction to Investment,” which is be- 
ing presented by the Security Analysts 
of San Francisco over KQED. Mr. 
Jacobs, head of the bank’s portfolio divi- 
sion, appeared January 15 with John G. 
Eidell of Hooker & Fay, stock brokers, 
and Charles Maynard of Leppo, Dorking 
& Sherman, investment counselors, for 
a panel discussion on investment objec- 


tives. Mr. Drake, who is manager of 
Crocker-Anglo’s investment analysis de- 
partment, is scheduled to appear in April, 
when the subject will be the electronic, 
chemical and automation industries as 
investment possibilities. 


R. J. Reynolds 
Tobacco Company 


Makers of 
Camel, Cavalier, Winston & Salem 
cigarettes 
Prince Albert, George Washington 
smoking tobacco 




















QUARTERLY DIVIDEND 


A quarterly dividend of 80 
cents per share has been de- 
clared on the Common and 
New Class B Common stocks 
of the Company, payable 
March 5, 1957 to stockholders 
of record at the close of busi- 
ness February 15, 1957. 


W. J. CONRAD, 


Secretary 
Winston-Salem, N. C. 
January 10, 1957 














Southern California 
Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


CUMULATIVE PREFERRED STOCK, 
4.08% SERIES 

Dividend No. 28 

25/2 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.24% SERIES 

Dividend No. 5 

26/2 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.88% SERIES 

Dividend No. 37 

3012 cents per share. 


The above dividends are pay- 
able February 28, 1957, to 
stockholders of record Febru- 
ary 5. Checks will be mailed 
from the Company's office in 
Los Angeles, February 28, 


P.C. HALE, Treasurer 


January 18, 1957 
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1954 l 1955 | 1956 | 1957 1954 | 1955 | 1956 |; 1957 1954 l 1955 | 1956 | 1957 
End of Month 
Jan. Dec. Jan. 1956-57 1951-55 1946-50 1941-45 1931-40 1919-1930 
1957 1956 1956 Range for Period 
1. U.S. Government Bond Yields 
8-Year Taxable Treas. ———......... ~ % 3.33 3.64 2.62 3.75-2.59 2.90-1.43 1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. —....... mn Fe 3.33 3.69 2.74 3.76-2.67 2.95-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. -............... % 3.29 3.63 2.80 3.64-2.77 3.16-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2s, 9/15/72-67 _.... PRR eee a /, 3.19 3.52 2.81 3.52-2.79 3.16-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%, 12/16/67 ~~... % 3.17 3.51 2.80 3.51-2.78 3.31-2.43 2.48-2.08 2.50-2.37 (a) (a) (a) 
3%s, 1983-78 % 3.29 3.45 2.87 3.45-2.87 (b) (b) (b) (b) (bh) 
3s, 1995 % 3.27 3.42 2.97 3.45-2.96 (c) 
2. Corporate Bond Yields 
Asa Rated Long Term ——.._______.. % 3.72 3.82 3.09 3.82-3.07 3.44-2.65 2.91-2.45 2.88-2.59 6.75-2.70 6.38-4.42 
Aa Rated Long Term —..-..._. % 3.86 3.89 3.17 3.91-3.15 3.52-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term % 4.00 4.02 3.28 4.04-3.26 3.69-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term _.._..._.._. % 4.48 4.46 3.59 4.51-3.57 3.90-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
8. TaxExempt Bond Yields 
Aaa Rated Long Term —__.......... % 2.87 3.05 2.27 3.05-2.17 3.18-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term ___............. % 3.09 3.33 2.45 3.33-2.37 3.24-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
i eee 1 Tere... % 3.51 3.75 2.74 8.75-2.72 3.35-1.72 2.64-1.28 2.49-1.49 3.29-2.11 (d) (d) 
Baa Rated Long Term __-.......... an, ae 4.08 4.22 3.22 4.22-3.20 3.79-1.98 3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred=Stork Yields 
Industrials—High Dividend Series 
pS ree ee % 4.32 4.44 3.90 4.44-3.90 4.24-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grace — % 4.99 5.05 4.51 5.05-4.49 5.28-4.45 5.08-4.14 6.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade % 4.12 4.30 8.71 4.30-3.69 4.02-3.45 3.92-3.27 (e) (e) (e) (e) 
IN ROI acct seen . % 4.69 4.92 4.11 4.92-4.08 4.39-3.80 4,20-3.52 (e) (e) (e) (e) 
Utilities—Low Dividend Series 
SS Se arene % 4.44 4.68 3.94 4.68-3.92 4.45-3.77 4.24-3.40(e) (e) (e) (e) 
Medium Grade —.....___ % 4.76 4.82 4.27 4.84-4.25 4.87-4.17 4.65-3.69 (e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) ~~ $142.80 150.74 140.11 158.98-140.11 145.67-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) —-.. nie 5.90 5.88 5.72 5.90-5.72 5.71-4.138  4.44-1.76 1.94-1.52 2.05-0.72 2.58-2.16 (f) 
125 Industrials—Yields — % 4.13 3.90 4.08 4.13-3.68 6.84-3.63 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (f) 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 


(e)—Low Dividend Preferred Yield Averages in this series date from 

Jan. 2, 1946. 
(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 
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Columbia Gas System Reports 





From a Very Special Part of America 





In 1956, Columbia Gas System delivered more gas to 





S$  @  Ferruary 1957 


From year to year, expanding industry has required 


And from year to year, Columbia Gas System has 
grown to meet the needs of 3 million of the natural 
gas users in this growing, dynamic region. 

For details of Columbia’s latest and greatest year 
of service, write for the Annual Report for 1956. 





THREE-YEAR SUMMARY OF EARNINGS 
1956 1955 1954 
$29,688,000 $21,307,000 $18,621,000 
$18,544,000 $17,316,000 $16,200,000 
$11,144,000 $3,991,000 $ 2,421,000 

Income Per Share $1.44 $1.08 $1.03 


$0.92 % $0.90 $0.90 
(Current Annual Dividend Rate—$1.00 per share.) 











INC. 


[ more people than ever before . . . another year of more of this ideal fuel. 
{ growth and another year of service in a very special 
part of the country ... the Heartland of American 
commerce and industry. 
Natural gas was first discovered here. The complex 
techniques for its distribution were developed here. 
In this area many of the fields that once produced 
much of the country’s original natural gas have been 
turned into vast underground storage reservoirs. 
One-fourth of the nation’s storage gas is held here no iciianniinied: 
by the System for use in the winter months, assuring Retained in Business 
’ a nearby supply of low-cost versatile fuel. Families 
here on the average use more natural gas per house- Dividends Paid Per Share 
hold than in any other section of the country. 
’ serving homes and industry in America’s Heartland 
THE COLUMBIA GAS SYSTEM, 
COLUMBIA GAS SYSTEM SERVICE CORPORATION 
‘ 120 East 4ist Street, New York 17, N.Y. 
i CHARLESTON GROUP: United Fuel Gas Company, Amere Gas Utilities Company, Atlantic Seaboard Corporation, Central 
i Kentucky Natural Gas Company, Virginia Gas Distribution Corporation, Kentucky Gas Transmission Corporation—COLUMBUS 
| GROUP: The Ohio Fuel Gas Company — PITTSBURGH GROUP: The Manufacturers Light and Heat Company, Binghamton Gas 
% Works, Cumberland and Allegheny Gas Company, The Keystone Gas Company, Inc., Home Gas Company 
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Photograph by Paul Radkai 


CAPABLE HANDS 


Although those hands are pretty well adapted to the business end 


The FIRST 
NATIONAL CITY BANK 
of New York 


Investment Advisory Service is 
Administered by our Affiliate: 
CITY BANK FARMERS TRUST COMPANY 


22 William Street, New York’ 5 


Member Federal Deposit Insurance Corporation 


of a brassie, we're speaking here largely in the ligurative sense. The 
gentleman doesn't happen to be a musician, craftsman, or physician. 
He has made a notably successful career in the highly complex field 
of investment management. Mr. Joseph E. Morris, Executive Vice 
President of our Trust Affiliate is in charge of our Investment 
Advisory Service and Pension Trust Division. As Senior Investment 
Officer, Mr. Morris serves as advisor to many corporations, indi- 
viduals, and banks. He was for a number of years a member of the 


faculty of the Rutgers Graduate School of Banking. 


In these times, the knowledge that your investment planning is in 
the capable hands of Joe Morris and his experienced staff can be very 
comforting. Our booklet “HOW TO GET THE MOST OUT OF YOUR 
INVESTMENTS” aims to give you a pretty clear idea of how we go 
about taking exceptionally good care of portfolios of $75,000 or more. 


It's free upon request. 
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Our Natural Resources — 


More Water For More MILLions 


PART 2: PROCESSES AND COSTS OF CONVERSION 
FROM BRACKISH AND SEA 


HE GoD “Loki” oF NORSK FABLES 
could change the prevailing air 
currents over the earth could be very 
helpful at this time. It seems all our 
land areas get their prevailing winds 
from colder regions. These provide very 
few clouds and a moisture content too 
low for adequate rainfall. Now if “Loki” 
at times would change his behavior and 
blow the warm, moisture laden air from 
the Gulf of Mexico to the semi-arid west- 
ern states something would happen. The 
cool air meeting warm air from the 
south equals rain. Some technical 
writers have modestly reported that 
“changing the air currents is not feasible 
until we are technologically more ad- 
vanced.” But it would be a good trick 
if it could be done. 


The world today is still much more 
disposed to spend money on technical 
research than on pure science. It meas- 
ures success largely by the variety of 
gadgets and push-buttons. More than 
half the men in our scientific laborator- 
ies still dream of patents and secret pro- 
cesses. We live today largely in the age 
of “advanced” alchemists, for all our 
sneers at their memory. The business- 
man of today still thinks of research 
as a sort of “alchemy.” If fresh water 
at low cost is to be won from our seas 
and oceans it will very likely be done 
by those who search for the truth in 
pure science. 

There have been and are now many 
ideas and schemes for winning fresh 
water from the ocean. None up to the 
present have been successful with respect 
to low costs. Only in such isolated in- 
stances as Aruba, where the production 
of oil or power pays for the cost, is it 
presently feasible. It is a problem of 
economics. 


—_— 


*Mr 
gineer 


Olson is a nationally known consulting en- 
with Sanderson & Porter of New York. 


FEBRUARY 1957 


EDGAR T. OLSON* 


Multi-Effect Distillation 


On the Island of Aruba off the coast 
of Venezuela, is Esso’s big Lago re- 
finery. Its operation requires water for 
steam electric power. It is also realized 
that a good supply of fresh water might 
attract industrial investment and a live- 
ly, rewarding tourist trade. A six-evapo- 
ration effect plant is being built to pro- 
duce 2.7 million gallons per day of fresh 
water from the Caribbean Sea and also 
generate up to 12,500 kw. of electricity. 
water the six evaporation effects rely 
as ballast at a cost of $3.50 per 1,000 
gallons. The new multieffect evaporation 
plant is expected to produce water at 
$1.75. In making drinking water out of 
35,000 parts per million (ppm) sea 
water the six evaporation effects rely 
on the traditional heat (Btu) conserving 
trick of using vapor from one effect as 
the heating medium for the following 
units. One pound of steam will make 
nearly 5 pounds of fresh water. In the 
case of Aruba the train is limited to 





six units because the 130°F. water vapor 
from the sixth effect is as low as can 
be condensed with 85° Caribbean Sea 
water. With colder sea water seven or 
eight effects would result in better steam 
utilization and a somewhat lower cost. 


Ocean Steam in California 


In the shadow of California’s mighty 
Morro Rock, Pacific Gas & Electric Co. 
found the nearly ideal site for a new 
300,000 kw. steam electric power station 
needed to drive San Joaquin Valley 
farmers’ irrigation pumps. The tract of- 
fered everything—handy highway and 
railroad, good fuel delivery facilities, 
easy electrical interconnection to the 
system—everything but fresh water — 
the life blood of this kind of installation. 
Weighing this near-crippling lack against 
the site’s shining advantages, the com- 
pany elected to make its own water. It 
came up with two triple-effect evapora- 
tor trains, to provide 144,000 gallons 
per day of fresh water from the Pacific 
Ocean. Thus it became the first U. S. 


Weg 


T.V.A.’s Kentucky Dam for “flood regulation of lower Ohio and Mississippi rivers” creates 
reservoir 184 miles long, with capacity of 6,000,000 acre-feet. 
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Furnace and vessels 


Jor the distillation of 
waters, spirits, and oyles 


Vessel to separate 
the distilled oyles 





electrical station to be powered by 
“ocean steam.” 


Half the water distilled goes to the 
boilers, the other half furnishes general 
utility needs. Taking the 35,000 ppm.— 
salinity ocean water, each evaporator 
train distills it to 50 ppm. for general 
use; a high purity station evaporator 
distills the rest to less than 1 ppm. to 
meet the rigid boiler feed requirements. 
The initial steam for the evaporation 
comes from the discharge end of the 
turbine. After that all steam require- 
ments for each effect are provided by 
each preceding unit. The seawater here 
climbs in temperature to 106°F. It is 
used next to cool the first-effect condens- 
ate, then enters the first-effect evaporator 
preheated to 122°F. The seawater pro- 
ceeds through the three effects in con- 
ventional forward flow and returns to 
the ocean at a solids content of 54,000 
ppm. The evaporators are held under 
vacuum by a two-stage, twin-jet steam 
ejector. The plant does this job for 
about $2.60 per 1,000 gallons of fresh 


water. 


Vapor-Compression Distillation 


The well-known Kleinschmidt com- 
pression still has been the standard water 
supply on submarines for many years. 
During the Pacific campaign, the Army 
also used them in areas where fresh 
water was not available. This process 
operates on the heat pump principle, 
in which the latent heat is continuously 
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reused an indefinite number of times. 
The unit first vaporizes water from sea 
water at atmospheric pressure. After 
this, the vapor is compressed by a rotary 
pump. Thus the water vapor pressure 
and temperature are increased. This is 
returned to the heating side of the evap- 
orator where it gives up its heat and is 
condensed. The fresh water condensate 
is then withdrawn to storage. 


In this process nearly all the latent 
heat of vaporization is transferred back 
to the boiling sea water. Charles E. 
Richeimer of Reynolds, Smith & Hill in 
Jacksonville, Fla., estimated the overall 
cost of producing 1,000 gallons of water 
to be about $0.84 by this method. Water 
from this still is so pure that, for drink- 
ing purposes, it is necessary to return a 
small amount of bittern (concentrated 
brine) to make it palatable. Compres- 
sion distillation is regarded by some as 
the best way to produce potable water 
from the sea. Under a contract with the 
Department of Interior, an improvement 
in compression is expected that will give 
yields in the range of 16 to 50 pounds 
of water per 1,000 Btu. If the upper 
limit of this range could be attained, the 
power consumption would be about 50 
kilowatt hour per 1,000 gallons. With 
power of 4 mils the power cost would be 
only 20 cents per 1,000 gallons. 


Solar Distillation 


In Albuquerque, New Mexico, an 
office building has been erected as the 
first commercial structure in the coun- 
try to be heated entirely by the sun. Its 
one wall of glass, tilted to face the sun, 
is a solar heating unit. The wall is 
backed by hollow metal panels through 
which water circulates. The sun’s rays 


=) 
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FRESH WATER 
Solar Distillation Unit 


piercing the glass strike the panels and 
warm the water, which flows through a 
conventional heating system. The glass 
enclosure traps the heat. It is believed 
the sum will keep this building at 72°F. 
even in the chilliest winter weather. 


Solar distillation is not new. A large 
unit was installed in the Andes Moun- 
tains in Chile in 1883. This had slop- 
ing glass plates and distilled water con- 
taining 140,000 ppm. of salt. With a 


glass area of 50,000 square feet it was 
reported to produce a maximum of 6,000 
gallons per day of fresh water. The 
water was used for mules at a mining 
camp. It continued in operation for 
about ten years but was shut down when 
locomotives replaced the mules. There 
are many other solar units in operation 
similar to the Chilean process. 


Modern Greenhouses 


Small units now being developed use 
plastic instead of glass. The solar still 
in its simplest form is a greenhouse with 
a black trough containing salt water. The 
water is vaporized and condensed on 
wind-cooled windows, be they glass or 
plastic. The heat available from sun- 
light varies with latitude and weather. 
For a semiarid region it might be as 
much as 1,500 Btu. per square foot for 
250 twenty-four hour days. The best 
energy utilization in a solar still to date 
is 60 per cent and the yield is 0.9 pound 
of water per square foot per day. This 
is equal to about 9.25 square feet of 
surface per gallon of water. The daily 
consumption of water at the rate of 120 
gallons per day per person is 1,100,000,- 
000 gallons. Assuming New York had 
250 sunny days per year, a solar still to 
produce this volume of water would re- 
quire collectors having a surface area 
of 235,000 acres, or 370 square miles. 
To supply a city the size of Los Angeles 
the area would have to be about 250 
square miles. Prof. E. R. Gilland of 
Massachusetts Institute of Technology 
estimates the cost of water produced by 
such a unit would be at least $2 to $3 
per 1,000 gallons of water. 


Still More Stills 


This quick appraisal does not rule out 
the solar still as a large scale contribu- 
tor, but it shows a new approach has to 
be made. Last year Mr. George Loff of 
the U. S. Department of Interior came 
up with a new still which is reported as 
more efficient and lower in cost. Recently 
a design envisioning a heavy black plas- 
tic evaporation pan, with a transparent 
plastic film supported only by slight air 
pressure (without rigid supports) has 
been proposed by duPont Co. The sun’s 
energy is trapped between the plastic 
base and the transparent canopy. It is 
said that a new type of transparent film 
of tetrafluorethylene will withstand ten 
years of outdoor exposure. 


Dr. Telkes of New York University. 
working under contract for the Interior 
Department, has developed a multi-effect 
still based on a patent by Defoe Gin- 
nings of the National Bureau of Stand- 
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ards that produces about six times as 
much fresh water as the solar energy 
still. 

In the present state of development 
solar evaporation does not appear to be 
attractive for large scale use. It might 
be valuable in special situations for 
small quantities because of its simplicity. 


Freezing Processes 


Many fresh-water making schemes 
have been evaluated—even to the far- 
fetched possibility of towing icebergs 
from the Artic. New York City would 
require one iceberg per day weighing 
about 4,600,000 tons. This is a lot of 
berg and a lot of tow. 


It is easy to freeze sea water to obtain 
ice crystals which can be produced at 
high rates. The problem is the removal 
of the salt solution adhering to the 
surface of the crystals. If this is removed 
the melted ice crystals are substantially 
salt free. Ellis in his book entitled “Fresh 
water from the Ocean” suggests a re- 
frigeration cycle to freeze the salt solu- 
tion, and alternately melting the ice 
under sufficiently high pressure to lower 
the melting point below the freezing 
point of solution. E. R. Gilland states 
this process could be improved by freez- 
ing the salt solution under vacuum and 
then separating the ice from the brine. 
The water vapor resulting from the 
evaporation-freezing step would be com- 
pressed and condensed on the purified 
ice. This would furnish the heat for 
melting. He estimates about 10 per cent 
would come from the vapor and the 
remainder from the ice. This would 
eliminate heat transfer surfaces but 
would require compression of a large 
volume of vapor. Liquid refrigerant 
would be added to the salt solution in 
the freezing chamber and evaporated. 
After this the ice and brine are separ- 
ated and the refrigerant recovered by 
compression — condensing directly on 
the purified ice. Gilland estimates by 
this method it might be possible to 
produce water at a cost of 25 to 50 cents 
per 1,000 gallons. 


lon-Exchange with Resins 


lon-exchange resins are widely used 
to remove minerals from water where 
dissolved solids range up to 2,000 parts 
per million. Sea water contains an aver- 
age of 35,000 ppm. It is reported that 
it requires one ton of resins to desalt 
5,300 gallons of sea water or one cubic 
foot of resin per 143 gallons. The aver- 
age cost of these resins is $48 per cubic 
foot. and require regeneration with sul- 
phuric acid and caustic soda. This chem- 
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ical cost is estimated to be $10.36 per 
1,000 gallons of water, which rules out 
the ion-exchange process. However, re- 
cent developments of cation and anion 
resins have made the removal of 2,000 
ppm. dissolved solids in brackish water 
a practicable method. A finished water 
containing 250 ppm. of chlorides and 
about 630 ppm. of dissolved solids can 
be obtained from the raw water. The 
total hardness of the finished water could 
be reduced to 100 ppm. by sodium 
zeolite softening cf about 56% of the 
by-passed water. This meets the desir- 
able criteria for municipal water sup- 
plies. Cost is reported to be about $0.87 
per 1,000 gallons. 


Electrodialysis 


A recent development is the electro- 
dialysis process using the properties of 
semi-permeable selective ion membranes, 
or electric membrane method. This 
method separates the salt from the water 
rather than water from the salt. 


It operates by use of plastic cation 
and anion membranes which are ion- 
selecting, that is, they permit the free 
passage of positive ions but are relative- 
ly impervious to negative ions. In an 
electrolytic cell consisting of a series of 
compartments alternately separated by 
thin sheets of cation and anion mem- 
branes, passage of an electric current 
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results in increased and decreased ion 
concentrations in alternate compart- 
ments. It is possible in such a cell to 
separate sea water continuously into two 
fractions, one relatively pure and the 
other with a much higher concentration 
of dissolved salts than the original water. 
Actually, as the purity of the water 
increases, the resistance of the cell in- 
creases, as does power consumption. 


The attractive feature of this process 
is the fact that the same unit of energy 
will transfer an equivalent weight of 
ions multiplied by the number of com- 
partments in the cell. This suggests that 
a small amount of current could be 
made to do a great deal of work simply 
by using a cell with many compartments. 
However, there is an economic limit to 
the number of compartments in any 
practical cell. 


An article by T. A. Kirkham (Chem- 
ical Engineering Oct. 1956) reports the 
selectivity of the membranes is particu- 
larly high for brackish water. The plant 
is based upon a standard membrane unit 
known as a stack. 

Before water enters the stack it is 
pretreated by sand filtration or a com- 
bination of steps that may include aera- 
tion, settling, coagulation, chlorination, 
depending upon its condition. 

Saline water is passed successively in 
series fashion through two membrane 
stacks. About 40 per cent is removed in 
each stack. Thus in a two stage opera- 
tion 64 per cent of the salt is removed 
from the water. It has been demonstra- 
ted that 28,000 gallons of water per 
day of 500 ppm. finished water can be 
produced from 1,400 ppm. brackish raw 
water. 

Fight of these plants are presently in 
operation and more are expected to be 
constructed. One is producing drinking 
water for a mining camp of 150-200 
men. 


Multi-Effect Evaporation 





A mobile unit supplies an exploration 
crew of 30 men. In the Middle East a 
plant has been continuously on stream 
for nine months at a rate of 30,000 gal- 
lons per day. Operation is so satisfac- 
tory that a three-fold expansion is now 
under way. The Texas Tower radar 
station off the New England coast also 
has a sea-water plant. 


A 2 mgd (million gallons per day) 
electrodialysis plant requires a feed 
water rate of 2.5 mgd. Using an acid 
pretreatment, Richeimer (Civil Engi- 
neering, April 1956) has estimated costs 
as follows: 








Facilities Cost 
Pumphouse and laboratory _. $ 40,000 
Reservoir and piping 20,000 
Degasifier 15,000 
Electrodialytie units — 720,000 
Pumps, piping, chlorinators, 

housing, drainline and 

CS EES See 119,000 
Acid storage and handling __ 20,000 
Brine disposal 20,000 
Treated water storage ____. 50,000 


Estimated Capital Cost —_.. $1,004,000 


Costs per 1,000 Gallons of 
Finished Water 








Stabilization of effluent _.. 0.02 
Labor 0.06 
Maintenance 0.04 
ME eg i a 0.12 
Membrane replacement 0.14 
Sulphuric Acid — ~~ 0.02 
Capital ¢charges ...._.__......_ 0.08 





Total Estimated Cost _. $0.48 


Membrane life is three years. Replace- 
ment of these membranes is the greatest 
single item of cost. Less expensive and 
longer life membranes may, however, be 
developed. It must be borne in mind 
that this cost is based on brackish raw 
water, and is valid only in those areas 
where such water type abounds. Using 
sea water the cost would be considerably 
higher. 

With household water demand cur- 

rently averaging 120 gal- 























Ee] lons per day per person, 
Seawater > — 3 30 cents per 1,000 gallons 
* (36,000 ppm.) - corresponds to about $13 
Corftenser per year. The delivered 

A cooler a ale ; r 
v price of 30 cents includes 

=< a . 
Frat Sie Third 10 cents for collecting and 
effec ettect She treating and 20 cents for 
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Blowdown price of $1 per 1,000 gal- 
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80 cents for water before 
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Fresh Woter 








price will be used only 
when lower cost natural 
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sources are not available. 





Ruins of Claudius’ Aqueducts along Appian 
Way near Rome. 


The following summarizes the esti- 
mated costs of the various methods, to- 
gether with estimates by the Saline 
Water Conversion Program of about the 
maximum costs that can be borne by 
municipalities. It should be noted that 
these estimates are for production alone 
and do not include distribution costs. 


Est. Cost 
Multi-effect evaporation 1000 Gal. 
ix semeets:..... ... $2.75 
Three effects _.......---..—s——- 22.60 
Vapor-Compression 0.84 
Preeti 2 COD 
Ion Exchange 10.36 
Electrodialysis (Brackish 
Water) Sipe) i. , 


While not an exact measure of “pro- 
duction cost” of water, the rates charged 
for water by municipalities does provide 
a yardstick to compare with the cost of 
conversion processes. New York City 
has one of the lower rates, 20c per mg., 
Los Angeles charges 27c, while at Cape 
May the cost is 40c, with the average for 
the U. S. given at 30c. 


Unless considerably more progress is 
made in the economies of converting 
brackish or sea water to fresh, there 
may be a good many serious dislocations 
of industry as well as agriculture in cer- 
tain areas. This is especially true where 
the water table has kept falling, where 
heavy-consumption industry is not prop- 
erly salvaging water for re-use, and 
where there is no economically available 
river or lake diversion source. 


A.A A 


Marine Midland Sets Up 
Collective Pension Trust 


The Marine Midland Trust Co. of 
New York has established a Collective 
Pension Trust as an investment fund for 
small and moderate-sized pension and 
profit-sharing trusts. Any company bene- 
fit plan which has Treasury approval 
may participate. 
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——aae Wholly or pertielly owned product 
or crude oil pipe lines 
BLACK SYMBOLS mene = product or crude oil 
Northern additions vine 
since 1950 @eeeeee Occon ond inlond water routes 


WHITE SYMBOLS a 
Other properties BE tefneries 
Mae Terminals 


Additional service stetions 
DARK GRAY AREA Pure Oil marketing territory 














Look what's been added 
to the Pure Ou picture 


Since 1950, Pure Oil has added the equivalent 
of a completely integrated oil company to the 
Northern segment of its operations. 


In just six years, important production in Colorado, in- 
terests in eight pipe lines, a complete refinery, and nine 
terminals have been added. And through the acquisition of 
the W. H. Barber Company and Benzoco, and the conver- 
sion of the Hickok Oil Corporation, more than 2,300 addi- 
tional PURE station outlets now serve an increasing 
number of motorists in the North. 


This remarkable growth brings greater efficiency and 
economy in a key area of PURE’s operations. Matter of 


Now, more than ever...Be sure with PURE 
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fact, a great surge of growth and ay ys is being ex- 
perienced throughout the entire Pure Oil operating area 


- .. expanded production, increased refinery capacity, 
added transportation facilities, more modern marketing 

outlets, continued product research and development. 
These are the signs of a healthy, vigorous and ogee 
ing oil 


sive business... the planning of a forward-loo 
company. 

THE PURE OIL COMPANY 
Producers « Refiners + Transporters 


Marketers 
35 EAST WACKER DRIVE « CHICAGO 1, ILLINOIS 
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Indices are based on fund operation during the period covered and are No responsibility is assumed in so far as compliance with the Statement | 
not a representation of future results. They should be considered in the a ee ae Page we occ SR ee yg By "ogy Nha | 
light of the individual companies’ investment policies and objectives 31, 1956 appear in the February 1956 issue and current income returns | 
3 based on January 31, 1957 offering prices are available on request. | 
and the characteristics and qualities of the investments of these companies. These will soon be added to a revised short form index. 
Reference should be made to the introduc- I » i 16% I” 18 19 20 
tory article in July 1949 issue, outlining pur- 12/31/35 12/30/39 to 1/31/57 Last 12 mo. Div. % Prin. Less | 2-Yr- Avg. 
os of oe -~ 7 see 1/31/57 Net Cum. Cap. | Net Invest. 
selecting stock and cost-of-livi verages, “a fe f 
periods and in interpretation of data. Principal L Peas gh Principal gee Po 9 _ Ae Income % 
BALANCED FUNDS ae 
American Business Shares ~ 65.9 177.1 4169.9 3.44 2.14 4105.0 | 3.45 
Axe-Houghton Fund “A” — 71.4 275.8 267.2 2.49 6.24 184.9 2.67 
Axe-Houghton Fund “B” _ 88.1 316.4 4304.1 2.86 4.19 4225.4 3.33 
Boston Fund 103.1 60.2 250.1 $232.3 2.64 4.45 7177.4 3.07 
Commonwealth Investment 106.3 73.5 306.9 289.6 2.95 2.95 231.8 3.37 
Dreyfus Fund**** (c) — — foes +293.1 1.90 4.42 7238.6 2.76 e 
Eaton & Howard Balanced 114.5 78.6 274.7 258.8 2.79 1.78 222.8 3.24 
Fully Administered Fund (Group Securities) — _— 69.4 192.0 181.5 3.77 4.47 128.8 3.31 
General Investors Trust 110.0 65.2 189.7 7185.4 3.49 6.37 7134.9 3.77 
Investors Mutual _ 73.5 217.2 205.8 3.60 1.52 169.2 3.75 @ 
Johnston Mutual Fund — — 280.7 263.5 3.03 2.33 229.0 3.38 e 
Nation-Wide Securities** 102.6 59.6 185.7 173.0 3.40 3.55 133.4 3.74 
George Putnam Fund — 69.2 219.4 207.3 3.09 3.81 163.6 3.35 
Scudder Stevens & Clark 97.4 80.9 216.5 204.9 2.91 4.22 3.12 
Wellington Fund 105.2 75.0 230.3 217.1 3.04 3.07 162.5 3.32 
Whitehall Fund — — 278.3 264.4 3.47 5.12 208.1 3.63 e@ 
Wiseousm. 2 une, me." (ce) a= 65.1 314.2 4297.9 3.41 4.44 +195.3 3.52 
AVERAGE: BALANCED FUNDS _____ aes 105.6 70.8 245.0 232.4 3.05 3.79 169.4 3.33 
STOCK FUNDS 
Affiliated Fund*** — 50.2 255.8 247.6 3.53 3.99 147.4 3.86 
Broad Street Investing Corp. 109.9 60.1 330.6 311.3 3.52 4.23 244.3 4.10 
Bullock Fund 109.8 61.0 824.3 312.5 2.81 4.22 244.4 3.48 
Delaware Fund — 76.1 224.2 2173 3.05 5.09 118.2 3.36 
Diversified Investment Fund, Inc.*** (c) —._- — === 226.8 216.1 3.89 3.89 be pes 4.42 e 
Dividend Shares 109.0 62.1 264.9 248.0 2.96 3.29 194.1 3.51 
Eaton & Howard Stock 107.1 62.7 396.0 372.7 2.40 1.59 314.9 2.96 
Fidelity Fund — — 381.1 7359.0 3.35 3.59 7298.9 4.04 e 
Fundamental Investors 105.2 64.8 432.4 400.5 2.81 3.42 326,7 3.57 
Incorporated Investors 103.6 63.9 439.9 +400.7 2.47 4.18 7311.5 3.07 
Institutional Foundation Fund —._._ _ poe 256.3 246.9 3.66 3.83 183.1 3.46 e 
Investment Co. of America — 50.8 331.3 $13.5 2.43 6.83 209.1 3.04 
Knickerbocker Fund —_ 69.0 146.3 7141.7 3.66 3.30 + 81.0 2.99 
Loomis-Sayles Mutual Fund (c) —.— 72.4 74.2 245.4 +238.1 2.90 5.93 7148.2 2.91 
Massachusetts Investors Trust 110.7 50.7 356.8 324.3 3.23 142 - 295.9 3.87 
Mass. Investors Growth Stk. Fund —__..__. 114.2 57.4 384.8 356.1 1.82 4.34 279.1 2.32 
Mutual Investment Fund (c) 129.7 56.1 220.4 210.5 3.09 3.49 161.2 2.67 
National Investors — 60.7 422.8 395.0 2.31 5.08 293.6 2.81 
National Securities — Income*** (c) —..____ — 66.0 147.7 140.2 4.69 3.07 114.9 5.15 e 
New England Fund (c) 117.4 61.4 205.5 +198.2 3.57 1.04 +144.1 3.70 
Selected American Shares 123.8 60.9 274.7 +258.6 2.96 8.87 +173.9 3.52 
Sovereign Investors — 62.5 211.8 193.9 3.64 a Kaya 160.8 4.23 
State Street Investment Corp. 92.8 60.7 319.0 317.2 2.60 8.98 193.3 2.64 
Wall Street Investing Corp. (a) ——_..... — — 363.5 343.9 2.83 1.93 323.3 3.36 e@ 
AVERAGE: STOCK FUNDS 108.1 63.2 811.3 293.3 2.96 4.10 218.8 3.31 
90 STOCK INDEX (Standard & Poor’s) —_.___ 106.7 59.3 395.0 360.7 | — — a — 
CONSUMER PRICE INDEX (B.L.S.) ——~—__ — n99.7 n198.0 — — — one — 
Base index number of 100 is the offering price on Dec. 30, 1939. 
COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective COL. 17 represents figure obtained by dividing such dividends accruing over 
dates indicated are added all capital distributions to such data and the re- the annual period ending with the stated date by the average of the twelve 
sultant sum is divided by the 1939 base offering price. month-end offering prices ending on the corresponding date. 
COL. 19 represents the current month-end bid (col. 16 less all capital distri- CAPITAL GAIN DISTRIBUTION column (18) represents percentage of 


butions) divided by the 1939 base offering price. 


distribution, if any, from capital gains or any other source, for the current 
annual period. 


INCOME PERCENTAGE includes only those dividends paid by the com- COMPANIES ORGANIZED AFTER 1939 are given an initial index number 
panies out of income earned from dividends and interest on their portfolio on the date they commence business equal to the average of all those stock 


securities (excluding all capital distributions). 


or balanced funds in existence at the time. 





n—new revised series adjusted to Dec. 1939 base. 

(c)—regrouping awaits new detailed classifications. 
New England a flexible fund with current 
balanced policy. re 

(a)—Does not reflect new acquisition cost. 
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t—Adjustment for capital gains tax will be made in **Became Balanced Fund in 1945. 


revised index. ***Not included in balanced or stock average. 


+Ex-dividend current month. ****#Name changed from Nesbett Fund. 
tHigh reached current month. 
@Principal index begins after 1939 base date. 


COPYRIGHT 1957 BY HENRY ANSBACHER LONG. 
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INVESTMENT COMPANY NOTES 


Largest Holdings of 
Growth Stock Mutuals 


In last month’s comments on the prin- 
cipal performance of the common stock 
funds included in the Index, we noted 
that two mutuals concentrating their 
portfolios in growth stocks had had out- 
standing records during 1956. Inquiries 
have been received as to the composition 
of the portfolios of these funds. There- 
fore, we list below the dozen largest 
holdings of each of these companies at 
their latest annual reporting dates. Five 
investments were in both portfolios— 
Minnesota Mining and Manufacturing, 
International Business Machines, Amer- 
ada Petroleum, Aluminium, Ltd. 
Signal Oil and .Gas. 


and 


TWELVE LARGEST COMMON STOCK 
HOLDINGS 
NATIONAL INVESTORS CORPORATION 
December 31, 1956 


Value % of net 


Stock Shares (000) assets 
Minnesota Mining. 50,000 $3,356 5.1% 
National Lead 28,600 3,160 48 
Minneapolis- 

Honeywell - _ 30,000 2,920 3.8 
Intl. Business Mach. 4,200 2,268 3.4 
Halliburton Oil 

Well Cementing. 25,000 Ldes dao 
Addressograph- 

Multigraph 16,000 2,184 3.3 
Kerr-McGee Oil —. 35,000 2109. 32 
Amerada Petroleum 16,400 1,943 2.9 
Aluminium, Ltd. _. 16,000 1,920 2.9 
Signal Oil & Gas “A” 36,700 1,748 2.6 
Avon Products 45,000 Lizi 26 
Olin Mathieson 

Chem. 28.000 1,383 2.1 

POTAL, 2... 26,537 40.05 


MASSACHUSETTS INVESTORS 
GROWTH STOCK FUND 


November 30, 1956 





Value % com. 
Stock Shares (000) stocks 
Minnesota Mining. 70,000 $4,515 4.3% 
Seaboard Oil _.. 65,000 4,501 4.3 
Louisiana Land 
& Expl. 73,200 4,465 4.2 
Intl. Business Mach. 9,000 4,392 4.2 
Amerada Petroleum 36,000 4,068 3.9 
Reynolds Metals _. 62,900 3,916 3.7 
Aluminium, Ltd. _. 34,000 3,817 3.6 
Skelly Oi] 50,000 3513 33 
Shamrock Oil & Gas 52,500 2,828 2.7 
McGraw Electric _. 40,000 2,785 2.6 
Signs! Oil & Gas “A” 57,750 2,772 2.6 
American Home 
Priducts _...__. 20,000 2,450 2.3 
TOTAL... 44,022 41.7 
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Investment Companies 
Favor Oils 


A survey of 70 investment companies 
finds oils as top favorites among pur- 
chases during the final quarter of 1956, 
according to the regular portfolio sur- 
vey of this writer appearing in Barron’s. 
Utilities, especially the power and light 
equities, were also highly regarded and, 
in spite of a feeling of caution as to 
the immediate outlook, represented the 
only extremely favored group with ac- 
knowledged defensive characteristics. 
Senior obligations, however, were pur- 
chased in fairly substantial volume, par- 
ticularly by the balanced funds, very 
few of which bought common stocks on 
balance during the period. Also liked 
were the chemicals, electrical equip- 


By HENRY ANSBACHER LONG 


ments, coppers and steels with enthusi- 
asm for the latter group falling off some- 
what from the lively interest displayed 
during the September quarter. A divi- 
sion of opinion in the auto group was 
highlighted by the selling of General 
Motors and purchase of Ford. 


Among individual issues to be pur- 
chased on balance by six investment 
company managements were (6) Carrier 
Corp., Corning Glass, Owens-Illinois 
Glass, Merck, General Electric, Cities 
Service, Phelps Dodge; (7) Ford, du 
Pont, Monsanto, RCA, Arkansas Louis- 
iana Gas, Goodyear; (8) Socony Mobil 
Oil: (9) Bethlehem Steel; (11) Amer- 
ican Telephone. Decidedly unpopular 
with the funds during the final three 
months of 1956 were United States Gyp- 
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Prospectus on request: 


10 Post Office Square 
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AFFILIATED 
FUND 


A Common Stock Investment Fund 


Investment objectives of this 

Fund are possible long-term 

capital and income growth for 
its shareholders. 


CHICAGO 





Prospectuses on request 

LORD, ABBETT & CoO. 

63 Wall Street, New York 
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AMERICAN 
BUSINESS SHARES 


A Balanced Investment Fund 


Company supervises a portfolio 
balanced between bonds and 
preferred stocks selected for 
stability, and common stocks 
selected for growth possibilities. 


LOS ANGELES 
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sum, American Can, Colgate-Palmolive, 
Southern Pacific, Sears, North American 
Aviation and, as previously noted, Gen- 
eral Motors. 


Variable Systematic Withdrawal 
Account Introduced 


Hugh W. Long and Co., sponsors of 
Fundamental Investors, Diversified In- 
vestment Fund and Diversified Growth 
Stock Fund, are introducing a new ser- 
vice especially designed for retired per- 
sons and others needing periodic cash 
distributions from both income and 
principal over a definite number of 
years. Intended primarily to supplement 
income of a “fixed dollar” type, the 
amount of monthly or quarterly pay- 
ments will vary with the value of the 
shares held in the account and the divi- 
dends paid on these shares. To the ex- 
tent that there is a correlation between 
stock prices and dividends and economic 
trends, payments are expected to protect 
their recipients against increases in the 
cost of living. 

The account holder has three options 
in choosing the period during which he 
wishes to be assured of receiving peri- 
odic payments. First, he may receive 
payments in some amount for as long as 
he lives. In this instance, the number 

















A mutual fund 
investing in common stocks 


Fundamental 
Investors, im. 


For free descriptive prospectus send 
this ad to your investment dealer 
or to: Elizabeth 3, New Jersey 


A balanced fund 
Diwersified 
Trmwestrmert 
EFuma, Imc. 


For free descriptive prospectus send 
this ad to your investment dealer 


or to: Elizabeth 3, New Jersey 
TE 


Investing in bonds 
for income 


MANHATTAN 
BOND FUND, 


INC. 


For free descriptive prospectus send 
this ad to your investment dealer 
or to: Elizabeth 3, New Jersey 


NATIONAL UNDERWRITER 


HUGH W. LONG and COMPANY 
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of years of average life expectancy of 
the investor is determined annually and 
the figure in months for the subsequent 
year is divided into the value of the 
account determined at the monthly val- 
uation date. Assuming no compensatory 
increase in share values and dividends, 
the amount payable would become pro- 
gressively less as the investor became 
older. A second choice is to receive 
payments for the number of years of 
average life expectancy of the investor 
at the time of inception of the plan and 
a third is to choose a specified number 
of years which would serve a special 
need or purpose. But the account pro- 
vides the utmost flexibility and the 
period specified may be changed at will. 


The mechanics of determining the 
amount of payment, as described by the 
sponsors of the new plan, are relatively 
simple. “On the 26th day of the month, 
the Assets in the Account are valued by 
the Bank. The net asset value of fund 
shares is multiplied by the number of 
shares then in the Account and to this 
total is added any cash (from invest- 
ment income dividends) in the Account. 
The grand total of the two is divided 
by the number of payments that have 
still to be made out of the Account.” 


Although withdrawal plans have been 
offered by several mutual fund sponsors 
over the last few years, the typical plan 
provided payments in either fixed dol- 
lar or share amounts. Massachusetts Life 
Fund has had available to its investors 
for several months arrangements on an 
informal basis similar to those offered 
by Fundamental’s sponsors under the 


first option described above employing 
a withdrawal schedule based on annual! 
recalculation of life expectancy. The 
fund managements quite naturally have 
become more interested in withdrawal 
plans as attention has tended to focus 
on the projected variable annuities in 
the life insurance field. 


Over a year ago (T.&E., October 
1955, p. 896) we called attention to an 
article by Morton M. Banks, an officer 
of the Commonwealth Investment Com- 
pany’s underwriter, published in /nvest- 
ment Dealer’s Digest, entitled “You Can 
Make Your Own ‘Variable Annuity’ ” 
referring to his company’s and other 
withdrawal plans. Culminating in this 
latest refinement, the plans are acquir- 
ing more similarities to the variable an- 
nuity minus guarantees and actuarial 
considerations which are an_ integral 
part of the life insurance companies. 
The trend toward the eventual entrance 
of the mutual funds into the variable 
annuity field is a very real possibility. 


Mutuals’ Net Sales 
Up 19% in 1956 

The net sales of mutual funds to in- 
vestors increased 19% in 1956 
those of the preceding year. This was in 
part due to a slight falling off in the 
redemption of fund shares. During the 
same period the number of shareholder 
accounts showed a net increase of ap- 
proximately an equivalent amount at 
20%. plans in _ force 
showed a much larger jump, with total 
accounts numbering almost 50% above 
those on the books twelve months earlier. 
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Increased sales and decreased profits for 
many companies reflect a well sustained 
product demand but at prices insufficient to 
offset rising costs. 

Productivity in coal mining, with the aid 
of heavy capital outlays for new labor sav- 
ing equipment, has apparently kept pace 
with heavy wage increases. Built in wage 
increases in some other areas have not been 
matched by increased output per worker. 


Frank admissions of excess capacity, at 
least for the near term, explain in part the 
poorer showing of major producers of basic 
chemicals. 


What will set the upper limits upon plant 
expansion and upon the wage demands of 
labor? 





ALLIED CHEMICAL & DYE CORP. 


By GLen B. MILLER, senior vice 

president 

Starting up expenses in connection 
with new plants and products contribu- 
ted to the 10% decline in earnings re- 
ported for 1956 on 6% sales increase. 
Costs rose in ail major categories — 
wages, freight rates, raw material and 
fuel prices. Prices of some major prod- 
ucts have been raised. 


Installed capacity for nitrogen and 
ammonia now exceeds domestic con- 
sumption by about 60%. Worldwide ca- 
pacity of 10 million long tons compares 


with present consumption of 8 million 
tons. 


Research expenditures totaled $17 
million for 1956 compared with $5 mil- 
lion in 1946. Capital outlay will be 
slightly above the $76 million spent in 
will approximate 
$22 million in 1957, falling to $16 mil- 


| lion in 1958 and $9 million in 1959. 


New York Society, Jan. 22. 
CAMPBELL SOUP CO. 


| by Wittiam B. Murpny, president 


Slightly lower earnings for the first 


.. mnie 
| Sx months do not indicate any change 
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MANAGEMENT SPEAKS... 


Abstracts and quotations from recent talks by the top 
management of companies whose securities are of interest 
for trust fund and other institutional investors. 


O. ROGERS FLYNN, Jr. 


Contributing Editor 


in the long term growth trend. Sales 
and profits are expected to be moder- 


ately up for the fiscal year ending July 
28. 


Campbell has almost completely li- 
quidated the commodity end of the 
Swanson business acquired in 1955 and 
operates it entirely as a frozen foods 
division. 

Philadelphia Society, Jan. 24. 


CERRO DE PASCO CORP. 


By H. DANnrorTH STArkR, vice president 
and treasurer 


The bulk of current copper demand 
is outside of the U. S., as domestic mar- 
kets are well saturated. Over the longer 
term the outlook appears favorable with 
a 5% price rise likely in the next few 
years. 

Strikes at the Company’s smelters in 
Peru reduced output so that 1956 earn- 
ings will run about 10% below 1955. 


Production of copper, lead and zinc 
is up about 95% in the last 5 years with 
additional substantial increase by 1959 
contemplated. 


Philadelphia Society, Jan. 17. 


COMBUSTION ENGINEERING, INC. 


By JosepH V. Santry, Chairman and 
GeorceE D. ELLIs, vice president for 
“finance 


Under construction for completion by 
this summer is a nuclear research de- 
velopment center at Windsor, Conn., to 
cost an estimated $15 million. A proto- 
type reactor for a small submarine will 
be built there. 


Backlogs of orders at year end repre- 
sented more than two years business at 
the 1956 rate of $162 million. Billings 
of $200 million are in prospect for 1957, 
with earnings substantially above the $2 
a share to be reported for 1956. 

New York Society, Jan. 7. 


FANSTEEL METALLURGICAL CORP. 


By Frank H. Dricés, president 


Starting costs of company’s new co- 
lumbium-tantalum plant at Muskogee, 
Okla. along with higher interest charges 
may lower the pre-tax profit margin of 
19.39% on sales reported for the first 
9 months of 1956, holding full year 
earnings to an estimated $4 a share vs. 
$3 for 1955. 


New York Society, Jan. 10. 


FLINTKOTE CO. 


By P. C. Rowe, executive vice president 


7% higher prices for asphalt roofing 
and slightly lower percentage increases 
in other products will counteract a fur- 
ther squeeze on profit margins. Raw 
materials, freight and wage rates have 
risen but price increases will more than 
offset the rise in costs. 


Profits for 1956 are expected to top 
$3.40 a share in 1955. Sales for 1957 
should total $120 million compared with 
$107 million for 1956. 


Boston Society, Jan. 16. 


GENERAL AMERICAN TRANSPOR- 
TATION CORPORATION 


By Sam Laup, chairman 


Depreciation charged in 1956 was 
$2.5 million higher than principal pay- 
ments on $175 million of long term 
debt (excluding $6.5 of accelerated 
amortization under certificates of necess- 
ity.) 

Company has 25,000 cars and much 
plant property fully depreciated. 45,000 
of its 62,500 specialized railway freight 
cars are owned free of lien. Actual value 
of cars and other property is conserva- 
tively estimated at double total book 
value. Earnings have doubled in the 
past five years. 

New York Society, Jan. 4. 
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INTERNATIONAL TELEPHONE & 
TELEGRAPH CORP. 


By Epmonp H. Lravey, president 


Orders on hand at the end of 1956 
are considerably above the $431 million 
reported at the end of 1955. 

Consolidated earnings of $3.75 a 


share are contemplated for 1956 com- 
pared with $3.21 in 1955. 

$55 million for expansion is sched- 
uled for 1957 compared with $40 mil- 
lion in 1956. $35 million will go for 
manufacturing and $20 million for tele- 
phone and radio facilities. 

New York Society, Jan. 28. 
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PITTSTON CO. 


By J. P. Routu, chairman 


To maintain its position in the rapidly 
expanding coal industry, the Company 
expects to plough back a major portion 
of cash earnings including depreciation 
and depletion. Consequently, conserva- 
tive dividends are indicated for at least 
five years, For 1956 Pittston paid $1.20 
in cash and 5% in stock from per share 
earnings of about $6. 

New coal cutting machinery has been 
installed which boosts productivity to 
an average of 45 tons per man hour 
shift. The industry has made substantial 
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progress in offsetting a steadily rising 
wage scale. 
New York Society, Jan. 15. 


ROBERTSHAW-FULTON CONTROLS 
COMPANY 


By Joun A. RoBERTSHAW, president 


Per share earnings for 1956 may 
reach $2.80 compared with $2.51 in 
1955 in spite of pre-tax losses totalling 
$1.2 million for the company’s aeronau- 
tical and Fielden Instrument divisions, 
These two divisions with costly research 
programs have passed the break-even 
point and are expected to earn $600,000 
in 1957. 

Sales of $80 million are forecast for 
1957 up about 10% from the record- 
breaking $72 million in 1956. Recently- 
acquired Acro Manufacturing Com- 
pany of Columbus, Ohio, and Beta 
Corp., Richmond, Va. will contribute to 
larger volume. With $8 million cash, 
company is exploring possibilities in 
other companies. 

New York Society, Jan. 21. 


TEXAS EASTERN TRANSMISSION 

CORP. 
By Georce T. Narr, vice chairman 

Full operation of facilities should pro- 
duce per share earnings of $2.50 com- 
pared with about $2 forecast for 1956. 
While further growth of gas operations 
is expected, 1957 will see a period of 
transition while one ofits lines is being 
converted to transportation of petroleum 
products. 

New York Society, Jan. 16. 

A-A A 
How Big Business Destroys 
Little Business 


The manner in which estate and in- 
heritance taxes are causing owners of 
small businesses to merge with larger 
concerns is described in a brief pamphlet 
copyrighted by the American Economic 
Foundation. The authors — Fred G. 
Clark and Richard Stanton Rimanoczy 
— point out that it really isn’t the very 
small ($100,000) business that suffers 
so much as the medium-small $1,000,000 
firm. With taxes running somewhere be- 
tween $243,600 and $312,800, it is no 
wonder the owner prefers to sell out to 
a national corporation, taking payment 
in its stock, and thus obtaining a liquid 
estate which will leave a substantial in- 
heritance for the family. 


These taxes which were supposed to 
break up big business are really doing 
the opposite, the authors say. Their ad- 
vice is that now — while Big Business 
is still doing only about 33% of the 
total — is the time to find a solution. 
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HE TWENTY-FIRST SEMIANNUAL RE- 
: et of the U. S. Atomic Energy 
Commission released at the end of Jan- 
uary was impressive for three reasons: 


1. The magnitude and scope of the 
U. S. program for the harnessing of the 
energy in the atom’s nucleus; 


2. The nature and difficulty of the 
problems encountered in the effort to 
bring down the cost of electric power 
from nuclear fuels; 


3. The intensity of the effort to assure 
the safety of atomic energy activities. 

As its number implies, the Commis- 
sion’s 21st report, required by law to be 
submitted to the Congress each January 
and July, marks the start of the second 
decade of purposeful exploitation of the 
atom for peace. 


The report has been more extensive- 
ly covered in the general press than 
could be done in these columns, but the 
material contained in the newest AEC 
document is a lesson for anyone who 
surveys the nuclear energy fiield from 
the standpoint of the investor. Every 
organization interested in the economics 
of the atom and its potential as a field of 
investment must have somebody who 
goes over such reports with full under- 
standing and appreciation of their im- 
port. 


Many Types of Reactors 


As usual in AEC official reports a few 
words on each item cover a lot of 
ground. 


It is necessary to have some know- 
ledge of nuclear reactors in order to 
aluate and appreciate the data given 
mn the maturing AEC civilian power re- 
actor development program. 


The first of five projects in the basic 
jtopram was to go into fuel load test 
operation this month at Argonne Na- 
ional Laboratory, operated for AEC 
by the University of Chicago. This was 
he EBWR — Experimental Boiling 
Water Reactor — which, by the time 
this is published, will be bubbling away 
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NUCLEAR ENERGY REPORT 


Developments of Investment and Commercial Interest 


at a steady rate sufficient to make steam 
to drive a 5000 kilowatt turbine — just 
about enough to meet the laboratory’s 
normal load. 


The others in the basic program — 
sometimes called the five-year program 
and sometimes the five reactor program 
— are: 

... Pressurized Water Reactor—being 

built by Westinghouse and Duquesne 

Light Co. at Shippingport, Penna. to 

generate 60,000 kw. of electricity and 

due to go into operation around the 
end of the year. 


... The Sodium-Graphite Reactor — 
being built by Atomics International 
Division of North American Aviation, 
at Santa Susana, Calif., due to go into 
operation this spring (supplying 
steam to a 2500 kw. generator in- 
stalled by Southern California Edi- 
son at no cost to the government since 
no generating equipment was planned 
for the original project.) 


... The Homogeneous Reactor — be- 
ing built by Oak Ridge National 
Laboratory (operated for AEC by 
the Union Carbide Nuclear Co.) 
which will go into operation next 
year, having been delayed due to 
plumbing, not nuclear, problems. 


... The Second Experimental Breeder 
Reactor to be built by Argonne at the 
AEC Reactor Testing Station in 
Idaho and not due to go into opera- 
tion until 1959. 


Now, all of these names — Boiler, 
Pressurized, Sodium-Graphite, Homo- 
geneous, Breeder — mean little to the 


uninitiate. To the scientists and engi- 
neers in the reactor business, they are 
informative and specific even though 
there is no agreed upon system for 
designating reactor types by reference 
to some characteristic of the reactor. 


Now to these five basic types, AEC is 
adding more — a Liquid Metal Fueled 
Reactor Experiment (LMFRE), the Or- 
ganic Moderated Reactor Experiement 
(OMRE), the Los Alamos Molten Plu- 


NUCLEAR GROWING PAINS 


EDWARD R. TRAPNELL 
Associated with Bozell & Jacobs, Washington, D. C. 








tonium Reactor Experiments (LAMP 
RE), and new studies on a closed-cycle 
gas cooled reactor and a heavy water 
moderated power reactor. 

Why So Many? 

The number of projects being spon- 
sored by AEC is strictly evidence of the 
complexity of the atomic power prob- 
lem and illustrates the determination of 
AEC to find as quickly as possible the 
most practical systems for utilizing nu- 
clear fuels. There are more to come. 


The reasons for this large number of 
projects become a little clearer if one 
considers some of the fundamental 
differences abong the reactor concepts, 
stemming from the basic elements of a 
nuclear power system. 


The number of types of reactors which 
might be used can readily be seen from 
the number of important variables. They 
are: 


Fuel — which can be natural uran- 
ium, uranium enriched in U-235 con- 
tent, plutonium, and Uranium-233 ; 


Fuel form — which may be in 
solid fuel elements (heterogeneous 
reactors), in liquid form, or suspen- 
sions in slurries combined with 
coolant (as in homogeneous 
actors) ; 


re- 


4 


Cutaway perspective of entire Experimental 


Boiling Water Reactor plan, from Argonne 
National Laboratory. 
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Neutron energies — fast, inter- 
mediate or slow, depending upon 
whether there is a moderator present 
to reduce the speeds of the neutrons 


from their initial velocities in the 
fission process; 
Moderator — heavy water (ex- 


cellent), beryllium, graphite, organic 
compounds, light water; 

Coolant — liquid metals (sodium 
and sodium potassium alloys, valued 
because of stability through a wide 
temperature range), gas (carbon 
dioxide as in England’s Calder Hall), 
organic compounds (which also serve 
as moderator) light and heavy water 
(which also serve as moderators and 
which may be circulated under high 
pressure or permitted to boil in the 
reactor vessel in direct contact with 
the fuel elements.) 


The names and designations of the 
projects in the AEC program indicate 
the general type of the reactor under 
development. The U. S. program is based 
on the theory that this country at this 
particular time values the technology 
and experience more than it does the 
kilowatts. The opposite is true in Eng- 
land. 


A Solid Foundation 


In spite of the clamor which surrounds 
the U. S. program, the projects under 
way will form a solid foundation for the 





‘The reactor vessel for the Army’s 2,000-kilowatt nuclear Package Power Reactor at Fort 
Belvoir, Va., being placed in its vapor container. The 2,000-kilowatt pressurized water 
nuclear generating plant, built by Alco Products, is a prototype for emergency, portable 
electric power generation. The dome can be dismantled for shipping and connection with 
a standard generator as replacement for steam producing units. It is expected to produce 


future. For domestic purposes, the U. S. 
must find the very most practical and 
lowest cost types of reactors for central 
station generation of power. For sale 
abroad, the reactors must meet prob- 
ably even more tests of practicality and 
ease of maintenance and operation but 
the power-cost ceiling is much higher. 


The appearance of leadership accru- 
ing to the British because of their large 
scale units already under way cannot 
possibly provide the foundation for the 
future that American industry will have. 
The Calder Hall reactor, which went into 
operation last fall, is about the size of 
our PWR at Shippingport, still many 
months away from operation, but Calder 
Hall produces plutonium for British 
nuclear weapons with a consequent re- 
duction in the cost of power. The amount 
of the plutonium credit is subject to 
some argument but it constitutes a sub- 
sidy nevertheless — a subsidy which 
there is reason to believe the Japanese, 
for example, may not be willing to pay, 
even though they need power. 


But this broad foundation established 
through a government sponsored re- 
search and development program doesn’t 
mean sure profits for all the actual and 
would-be builders of nuclear power 
plants. It is certainly not time to start 
picking winners but common logic surely 
leads to the conclusion that not all of the 
systems under trial can pay off. 


electric power for Fort Belvoir later this year. 
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Some of the enthusiasm to take on 
reactor projects may be beginning io 
wane, at least the interest in offering 
firm price commitments is waning. AEC 
last month turned down two proposals on 
grounds that the technical feasibility 
of the reactor types had not been estab- 
lished. It was clear that the manufac- 
turers were not prepared to enter any 
firm commitments as to costs. 


One reason for this is that, except 
for naval propulsion or small research 
reactors on repeat order, no reactor has 
yet been built within cost estimates. 


The problems of working with new 
materials, such as beryllium and zircon- 
ium, of alloying uranium with aluminum 
and zirconium, of attaining little short 
of absolute leak-tightness in “plumbing 
systems” which must contain highly 
radioactive sodium under high tempera- 
ture, and of forging huge pressure 
vessels with stainless steel linings, are 
not yet solved to the point where sup- 
pliers can afford to quote firm prices — 
except with margins which run costs 
out of sight. 


But for the foreign market, some 
more familiar problems have entered the 
picture. Other nations interested in re- 
actors are making clear that they want 
to do as much of the work as possible 
at home. Further the custom-shop nature 
of most of the European (particularly) 
plants which can qualify for the work, 
taken together with the lower wage 
levels, give the overseas fabricators a 
real advantage. One U.S. manufacturer 
said he could buy a pressure vessel in 
England and have it shipped to the 
United States cheaper than he could 
make it himself. 


Faced with this situation, technology 
and experience is the one real asset 
which American industry can count on 
— even though the eventual role of the 
American manufacturer in the nuclear 
power field may be as designer, con- 
sultant, and fabricator of such special- 
ized items as fuel elements. In view of 
all these ramifications the course of 
development being followed by the 
United States appears to be the soundest 
course open to us. 


U. S. suppliers, however, should be 
mindful of the opportunity resulting 
from the differentials in the cost of 
power as well as the specialized re- 
quirements of the overseas customers 
and the custom tailoring they need. 


Safety 


One of the atomic age legends is the 
story of the inter-planetary scientific 
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explorers from another world who 
visited earth and returned to their 
nuclear-energized planet with glowing 
reports of the wonderful black rock 
which earthlings dug out of the ground 
and combined with oxygen to make 
heat. The only trouble with this “coal,” 
they reported to their peers was that 
it gave off noxious odors, sulphurous 
fumes, toxic combustion products and 
fly ash which could enter human lungs. 
Otherwise, it was a very convenient fuel 
which would be cheap except for the 
safety and health precautions necessary. 


This is not to indicate that the hazard 
of ionizing radiation from nuclear re- 
actors is akin to the hazards of un- 
scientific burning of coal, but the legend 
comes to mind in reading the 150 odd 
pages of the Commission’s report de- 
voted to the safety and health measures 
in atomic energy activities. The Report 
makes no bones about the fact that 
nuclear radiation is a hazard to man, 
totally lethal if not controlled, and that 
it must be controlled if we are to reap 
the benefits of the scientific advance that 
is atomic energy. 


The report is of vital concern to every 





Materials Testing Reactor operated by Phillips Petroleum Co. for A.E.C. in Idaho. Radiation 
level is checked preparatory to insertion of plug. 





The company is negotiating a contract 
with the AEC to undertake research and 
development on a power reactor of the 


Research reactors are now in design 
or construction for the Japan Atomic 
Energy Institute and the Danish Atomic 
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ALABAMA 


Birmingham A. D. Smith changed duties from asst. 
BIRMINGHAM TRUST trust officer to asst. cashier. 
NATIONAL BANK 


Birmingham Robert H. Woodrow, Jr., and Dan B. 
FIRST Flautt advanced to vice presidents and 
NATIONAL BANK trust officers; John H. Brewer to asst. 

trust officer. 


Montgomery Allen Reynolds, Jr., named asst. trust 
FIRST officer. 
NATIONAL BANK 


ARIZONA 


Tucson Paul S. Fries, an attorney, appointed 
SOUTHERN ARIZONA trust officer. He was formerly with 
BANK & Trust Co. trust department of Exchange Na- 

tional Bank of Colorado Springs. 


CALIFORNIA 
Long Beach Hugh M. Linnell promoted to trust 
BANK OF AMERICA officer. 
N.T. & S.A. 


Los Angeles 
UNION BANK & 
Trust Co. 


Harry J. Volk succeeds Ben R. Meyer 
as president, with the latter continu- 
ing as chairman of the board of the 
bank which he helped found in 1914. 
Volk relinquished his position as vice president in charge of 
western operations with the Prudential Insurance Co. Fay 
H. Kerns promoted to vice president and trust officer in 
charge of the trust department. 


Los Angeles 
SECURITY-FIRST 
NATIONAL BANK 


Newly elected asst. trust officers are 
Ralph D. Dearden and Floyd M. 
Lewis. 

Newton F. Wheeler and James C. 
Wright, vice presidents and asst. trust officers, transferred 
from Farmers and Merchants office to the head office trust 
department. 


San Francisco 
CROCKER-ANGLO 
NATIONAL BANK 


Trust officer Barth L. Ottoboni pro- 
moted to vice president. A graduate 
of U. of San Francisco Law School in 
1930, and of the Graduate School of 
Banking at Rutgers, Ottoboni joined the bank in 1922. 


San Francisco 
WELLS FARGO 
BANK 


Harold G. King, vice president and 
trust officer, elected a director. 


Santa Barbara 
CouNTY NATIONAL 


F. M. Kauffman promoted from trust 
investment officer to vice president and 


BANK & TrRusT Co. head administrative officer of the trust 

- department, and will continue to man- 

age trust investments. After 35 years in the trust depart- 

ment, R. E, Bixby is relinquishing active management of the 

department but will continue in a consulting capacity on 
trust problems. 





B. L. OTTOBONI 
San Francisco 


R. H. Wooprow, Jr. 
Birmingham 


Dan B., FLAUTT 
Birmingham 
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TRUST PERSONNEL CHANGES 


COLORADO 
Denver Charles W. Wadell became president, 
AMERICAN having resigned as president of Cas- 


NATIONAL BANK PER (Wyoming) NATIONAL BANK. 


Denver 
DENVER 
NATIONAL BANK 


Stewart Cosgriff elected president; 
and Henry A. Kugeler, chairman. 


CONNECTICUT 
Bridgeport F. Glendon Hall, vice president and 
BRIDGEPORT-CITY trust officer, elected also a director; 
TRUST Co. A. Fuller Leeds named vice president 


in addition to trust officer. Hall joined 
Bridgeport Trust in 1912 as a clerk in the savings depart- 
ment. He is past vice president and former head of the trust 
division of the Connecticut Bankers Association, and past 
president of the Exchange Club. Leeds attended Yale, was 
associated with investment bankers and an insurance com- 
pany before joining the trust company in 1930 as trust repre- 
sentative, and has also served as vice president of the Con- 
necticut Bankers Association and chairman of its trust 
division and as president of the Connecticut Life Insurance 
and Trust Council. 


Bristol Clifford W. Fulton elected a trust 
BRISTOL BANK officer. 
& Trust Co. 

Hartford Harold A. Mattson appointed trust 


CONNECTICUT BANK officer, in charge of custodian division 


& TRustT Co. of the investment department. 

Hartford Louis Pellino named asst. trust of- 
RIVERSIDE ficer. 

Trust Co. 

Manchester Everett E. Moore promoted to asst. 
MANCHESTER vice president and trust officer. 
TRUST Co. 

Meriden Advancements as follows: William B. 


MERIDEN TRUST & 
SAFE DEPOSIT Co. 


Church to chairman of executive and 
trust investment committees; Henry 
J. Thomas, president; George C. 
Church, vice president and treasurer; Willis R. Cone, vice 
president and secretary; Jennie C. Akeson, assistant treas- 
urer; and William C, Kilroy, assistant secretary. 
New Britain 
NEW BRITAIN 
NATIONAL BANK 


Ray W. Howard advanced to asst. vice 

president and trust officer. A trust of- 

ficer since 1948, Howard is a graduate 

of the Graduate School of Banking at 

Rutgers (1938). 

New Britain 
NEw BRITAIN 
TRUST Co. 


Herbert E. Carlson promoted to senior 
vice president and trust officer; David 
J. Kelso to vice president and secre- 
tary; Frank J. Potetz to trust officer; 
Norman E. Steinberg to asst. trust officer, and Ellery C. 
Scott to assistant secretary in the trust department. 


F. G. HALL 
Bridgeport 


A, FULLER LEEDS 
Bridgeport 


H. G. KING 


San Francisco 
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A Rae os 
HENRY J. THOMAS 
Meriden 


New Haven 
SECOND 
NATIONAL BANK 


Wilmington 
WILMINGTON 
Trust Co. 





KENNETH F. BROOKS 
District of Columbia 


H. E. CARLSON 
New Britain 


Francis P. Rogan elected asst. trust 
officer. 


DELAWARE 


Edward P. Hunter elected assistant 
secretary. He is an account officer in 
the personal trust division. 


DISTRICT OF COLUMBIA 


Washington 
RIGGS 
NATIONAL BANK 


Kenneth F. Brooks, formerly vice 
president and trust officer, advanced 
to senior vice president and continues 
in charge of the trust department; 





H. C. SATCHELL 
Hollywood, Fla. 


Chicago 
AMERICAN NATL. 
_ BANK & TRUST Co. 





j. L. Hitt 


Jay KNox 
Miami Atlanta 
ILLINOIS 


Arthur H. Morstadt newly appointed 
vice president in the corporate trust 
division; Donald H. Wallingford pro- 
moted to asst. vice president also in 


that division. Morstadt, who started with the trust depart- 
ment in 1933, is a graduate of John Marshall Law School. 


Chicago 
CHICAGO TITLE 
& TRUST Co. 


Chicago 
FIRST 
NATIONAL BANK 


Robert C. Lee, trust officer, elected 
a vice president in the trust division. 


Gordon T. Shearer and H,. Richard 
Wilking promoted to asst. vice presi- 
dents, from trust officers; August J. 
Hurt, Jr., John R. Magill, Jr., Gray- 


Roland T. Carr promoted to senior vice president; and John 
W. Springer and Gene L. Pulliam elected asst. trust officers. 











Hollywood 
FIRST 
NATIONAL BANK 


Miami 
FIRST 
NATIONAL BANK 


Miami 
LITTLE RIVER 


BANK & TRusT Co. 


Pensacola 
First BANK 
& Trust Co. 


Sarasota 
SARASOTA BANK 
& Trust Co. 


Tampa 
MARINE BANK 
& Trust Co. 


Atlanta 
First 
NATIONAL BANK 


FLORIDA 


H. C. Satchell, head of the trust de- 
partment, promoted to vice president 
and trust officer. Satchell came from 
Valley National Bank, Phoenix, Ari- 
zona, three years ago. 


Jay Knox promoted to trust invest- 
ment officer. 


J. Clinton Scott has resigned as estate 
planning officer to open an office at 
Delray Beach for the general practice 
of law. 


Don E. Hofmann promoted to trust 
officer. 


Ira H. White named vice president 
in addition to trust officer. 


Henry A. Carrington, vice president 
and trust officer, named a director. 


GEORGIA 


J. L. Hill elected trust officer. With 
First National since 1925, Hill has 
been manager of corporate trust 
operations since 1941. He attended 


Woodrow Wilson Law School. Elected asst. trust officers were 
Harvey L. Livingston, Fred M. Shell and C. Trippe Slade. 


A. H. MorstTaptT 
Chicago 


Fegruary 1957 








ROBERT C. LEE 
Chicago 





H. RICHARD WILKING 


GORDON T. SHEARER 
Chicago 


don C. Nauman, and Wair R. Vanderpoel elected trust offi- 
cers; Howard B. Houton, Joseph J. LaRocco and Olin Mc- 
Reynolds named asst. trust officers. 


Chicago Solomon, A. Smith elected chairman; 
NORTHERN Solomon B. Smith, vice chairman; and 
TRUST Co. Edward Bryon Smith, president, Gor- 

don Arey promoted to vice president 
in the trust department. 

Evanston Graham E. Heniken promoted to sec- 
STATE BANK & retary and trust officer. A graduate 
TRUST Co. of Northwestern and the Chicago- 


Kent College of Law, Heniken special- 

izes in pension and profit-sharing trusts. 
John R. Castles promoted to asst. trust officer and retains 
the title of assistant secretary, specializing in federal taxes. 


He is a graduate of the Trust Development School of North- 
western. 


INDIANA 
Elkhart James E. Smith appointed asst. trust 
FIRST officer. Smith formerly was Deputy 


NATIONAL BANK Administrator of Inheritance Tax 
Division, State of Indiana, and was 


admitted to the Bar in 1937. 


H. Prentice Browning elected presi- 
dent, succeeding Evans Woollen, 
Jr., named chairman of the board. 


Indianapolis 
AMERICAN FLETCHER 
NATIONAL BANK & 


TRusT Co. 
IOWA 
Des Moines Lester T. Proctor named asst. trust 
IowA-DES MOINES officer. 


NATIONAL BANK 





# 





GORDON AREY 
Chicago 


H. P. BROWNING 
Indianapolis 


Chicago 
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STUART G. HARDY 
Boston 


Fort Madison 
Fort MADISON 
SAVINGS BANK 

Sioux City 
Toy 
NATIONAL BANK 


titles. U. H. Bunker 
president. 


Hopkinsville 
PLANTERS BANK 
& Trust Co. 


Louisville 
CITIZENS FIDELITY 


BANK & TRuST Co. 





J. R. BOCELL 
Kansas City, Mo. 


LEE R. SPENCE 
Jackson, Miss. 


C. W. Smith succeeds F. H. Meinzer 
as president (also in charge of the 
trust department). 

J. William Van Dyke elected chair- 
man and Carleton C. Van Dyke named 


president, succeeding the late Ralph 
H. Brubacher, whe had held _ both 


s elected trust officer in addition to vice 


KENTUCKY 


Louis O. Graham succeeds L. Downer 
Buckley as vice president and trust 
officer, the latter having resigned to 
pursue his farming. 

T. J. Caton named trust operations 
officer; and Philip W. Linder, asst. 
trust investment officer. 


Baltimore 
FIDELITY-BALTIMORE 


NATIONAL BANK 


Baltimore 
MARYLAND 
Trust Co. 


Baltimore 
MERCANTILE-SAFE 


DEpPoRIT & TRUST Co. 





C. Marshall Barton elected trust of- 
ficer; Edward H. Dougherty and 
Paul D. Stevens, asst. trust of- 
ficers. 
Walter McN. Woodward promoted io 
trust officer. 


John T. Loveless, Jr., elected a trust 
service officer. 


MASSACHUSETTS 


Boston 
NATIONAL 
SHAWMUT BANK 


Boston 
OLD COLONY 
TRustT Co. 


Boston 
ROCKLAND-ATLAS 
NATIONAL BANK 


Edward D. Windsor elected trust of- 
ficer; Francis E. Howe, asst. trust 
officer; and Charles U. Langdell an 
assistant cashier in the trust division. 


Robert W. Ficken, investment officer, 
elected secretary. 


Stuart G. Hardy appointed vice presi- 
dent in charge of the trust depart- 
ment. Hardy graduated from Harvard 
in 1929 and has spent his entire busi- 


ness career in the trust field except for a period during 
World War II and shortly thereafter. For the last 8 years 
he has been an officer in the trust department of GRANITE 
NATIONAL BANK (formerly Granite Trust Co.), Quincy, Mass. 


Greenfield Russel B. Wilkes elected president to 


Louisville A. E. Cabbell promoted to asst. vice 
LINCOLN BANK & president and trust officer; Urban H. 
Trust Co. Fehribach to asst. vice president and 


investment officer; William H. Haas 
to secretary (trust department); and Charles L. Moore, 
Jr., elected asst. trust officer. , 


LOUISIANA 
Shreveport Irene Kuhn Wright advanced to trust 
FIRST officer. 
NATIONAL BANK 
MARYLAND 
Baltimore Charles L. McCartin made asst. trust 
EQUITABLE officer. 
TRusT Co. 








Seale model of the new National Bank of Detroit main office. The 

new structure will be devoted exclusively to banking and trust 

services, with construction expected to begin early in 1957 and 

occupancy scheduled for the: spring..of 1959. The cost is estimated 

at $15,000,000 . . . National Bank of Detroit ranks 11th among the 
banks of the nation. 
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First NATIONAL 
BANK & TrRustT Co. 


Lowell 
UNION 
NATIONAL BANK 


Kalamazoo 
First NATIONAL 
BANK & Trust Co. 


Minneapolis 
FIRST 
NATIONAL BANK 


Minneapolis 
NORTHWESTERN 
NATIONAL BANK 


succeed John W. Smead, who will con- 
tinue as chairman of the board and 
trust officer. 


J. William Etzel advanced to asst. 
vice president and trust officer. 


MICHIGAN 


Merrill W. Taylor, new board chair- 
man and chief executive officer, joined 
the trust department in 1930. 


MINNESOTA 


New asst. vice presidents are: Gordon 
M. Malen, advertising, and Thomas 
A. Roden, trust department. Monroe 
C. Setterberg elected assistant secre- 
tary in the trust department. 


James C. Harris and Walter J. Bean 
promoted to vice presidents in the 
trust department; William T. Arnold 
to trust officer and assistant secre- 


tary; and five new asst. trust officers appointed were Henry 
G. Egan, C. Roger Bailey, John C. McKee, William Ball and 


Richard O. Hanson. 


Jackson 
DEPOSIT GUARANTY 
BANK & Trust Co. 


MISSISSIPPI 


William P. McMullan elected president 
and W. M. Mounger moved up to be- 
come chief executive officer and vice 
chairman of the board. 


Lee R. Spence promoted to vice president and trust officer 
in charge of the pension and profit-sharing division; W. T. 
Brown, Jr., to trust officer in charge of administrative de- 
tails of personal trust; and Edmund Johnston and James 
S. Roland made asst. trust officers, personal trust division. 


Kansas City 
City NATIONAL 
BANK & TRusT Co. 


MISSOURI 


James Bocell advanced to personal 
trust officer; and James A. Broaddus 
to trust operations officer. 


Trusts AND EsTATES 
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Kansas City Willard G. Widder made asst. trust 
FIRST officer. 
NATIONAL BANK 
Kansas City 
UNION 
NATIONAL BANK 


L. D. Williams elected a trust officer. 

A graduate of Baker U. in 1925 and 

the Kansas City School of Law in 

1930, Williams has been in banking 

for 30 years. 

St. Louis 
BOATMEN’S 
NATIONAL BANK 


Royal D. Kercheval named vice chair- 
man to succeed Harold T. Jolley. 
Kercheval served as vice president 
and trust officer from 1938 to 1954, 
and since then as senior vice president. 

Elected vice president was William Pagenstecher, who is in 
charge of the trust department’s investment division. He is 
a graduate of Princeton U. (1934). 





L. D. WILLIAMS 
Kansas City, Mo. 


ROYAL D. KERCHEVAL 
St. Louis 


Won. PAGENSTECHER 
St. Louis 


St. Louis H. Carl Lutz, of the income tax de- 
St. Lours UNION partment, and Walter A. Roennigke, 
TruST Co. of the probate department, elected 


trust officers; F. E. Helbig made as- 
sistant treasurer; and C. Wesley Bentrup, Clarence D. Miller 
and Robert W. Waller, assistant secretaries. 


NEW JERSEY 


Elizabeth John §S. Anderson, trust officer and 
CENTRAL HOME assistant treasurer, advanced to vice 
TRUST Co. president. 

Hackensack B. A. Eldridge named president to 


HACKENSACK succeed Alexander Jones, who retired, 


TRusT Co. as has Charles H. Plenty, chairman of 
the board. Eldridge was vice president 
and secretary. 

Roselle R. E. Tuttle, hitherto vice president, 


FIRST cashier and trust officer, now only vice 

NATIONAL BANK president; Walter I. Howland ele- 

vated to cashier and trust officer; 

Charles Rowland, asst. cashier, also made asst. trust officer. 
Rutherford 
NATIONAL 

COMMUNITY BANK 


Carl A. Rodenburg promoted from 
vice president and trust officer to 
senior vice president; Leonard H. 
Nusbaum to trust officer. Rodenburg 
began his banking career in 1904. 


Woodbury Henry E. Fredrick advanced to trust 
WooDBURY officer. 
Trust Co. 
NEW YORK 


Canajoharie Kenneth G. Warner, cashier, given the 


CENTRAL additional title of asst. trust officer. 
NATIONAL BANK 

Low ville E. A. Zehr advanced to vice president 
Lewis CouNTY and trust officer; Catherin Yuhaus 
Trust Co. named treasurer and asst trust officer. 

New York Wallis B. Dunckel, with the Company 
BaNKERS since 19238, joined its senior manage- 
Trust Co. ment as administrative vice president. 


Dunckel, a leading figure in the de- 


Fepxuary 1957 





FRANCIS G. Ross 
New York 


WALLIs B. DUNCKEL 
New York 


JOHN J. SHEA 
New York 


velopment and administration of industrial pension plans, is 
a graduate of Yale, 1922. 
New York Francis G. Ross; vice president, ap- 
CHASE pointed head of the trust department 
MANHATTAN BANK to succeed John B. Bridgwood, execu- 
tive vice president, who continues as 
head of the investments and financial planning department. 
Ross started with the bank in 1927, and in 1946 joined the 
national territorial organization as head of the district re- 
sponsible for the bank’s business in the Middle West. He 
was appointed area head of four districts in 1956. A native 
of Manitoba, Canada, he received a B.A. from McGill U., 
an M.B.A. from Harvard Graduate School of Business Ad- 
ministration, and a J.D. from New York U. Law School. 
He was admitted to the New York State Bar in 1934. 


John J. Shea made vice president in charge of trust 
operating and personnel activities of the trust department. 
Walter H. Pecan, trust investment officer, promoted to asst. 
vice president. 


New York Thomas Purcell named trust officer. 
FEDERATION BANK 
& TRUST Co. 

New York Richard H. West elected chairman of 
IRVING the board and chief executive officer; 
TRUST Co. George A. Murphy, president and 


chief administrative officer. William 
N. Enstrom, outgoing chairman of the board, is now chair- 
man of the executive committee. West has been president for 
the past eight years. Both he and Murphy were at one time 
head of the trust department. 


White Plains 
NATIONAL BANK 
OF WESTCHESTER 


William J. Gmelin elected asst. vice 
president and trust officer. 


NORTH CAROLINA 


Asheville R. H. McDuffie promoted to vice presi- 
FIRST dent and senior trust officer; Fred- 
NATIONAL BANK erick L. Rodenbeck, Jr., to trust of- 

ficer; Robert L. Ettenger, III, to asst. 
vice president and asst. trust officer. McDuffie was one of 
the founders of the bank, having served in the trust depart- 
ment since its inception as well as in other executive posi- 
tions for over 33 years. 


Charlotte Thomas Grant Jr. elevated to vice 
UNION president and senior trust officer. 


NATIONAL BANK 





Wo. J. GMELIN 
White Plains 





GEORGE A. MURPHY 
New York 


RICHARD H. WEST 
New York 
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FRANCIS H. BEAM 
Cleveland 


SIDNEY B. CONGDON 
Cleveland 


THOMAS GRANT, JR. 
Charlotte, N. C. 


Greensboro W. L. Burns, Sr., advanced to chair- 
GUILFORD man of the board, P. N. Calhoun to 
NATIONAL BANK president. 

OHIO 

Cleveland Advanced to asst. vice president was 
CLEVELAND F. J. Ponick, estate planning; to trust 
TRusT Co. officers: John Butala, Jr., estates tax; 


C. F. McFrederick and E. E. Eisen- 
mann, corporate trust; and to trust accounting officers: H. L. 
Arnholt and W. M. Baloga. 


Cleveland Sidney B. Congdon, president since 
NATIONAL 1933, elected chairman of the board 
City BANK and chief executive officer; Lewis B. 


Williams elected honorary chairman 
and will continue as chairman of the director’s trust com- 
mittee; Francis H. Beam made president; and John S. Fang- 
boner advanced to the new position of first vice president 
and elected a director. 
Columbus 

OHIO 
NATIONAL BANK 


Henry C. Ruegg, Carl E. Stanford, 
Robert J. Murphy and C. Stanley Tay- 
lor promoted to trust officers. 
Hamilton 
CITIZENS SAVINGS 
BANK & TRUST Co. 


George F. Hancock promoted to vice 
president and trust officer. 


OKLAHOMA 


Oklahoma City 
First NATIONAL 
BANK & TRUST Co. 

Tulsa 
First NATIONAL 
BANK & TRUST Co. 


Frank Shaw became vice president in 
charge of advertising; Lawrence F. 
Smith promoted to asst. trust officer. 


M. M. Lawellin promoted to senior 
vice president and trust officer; Guy 
O. Bayless, Jr., and Charles B. Neal 
to vice presidents and trust officers. 
Lawellin joined First National in 1923, is past president 
of the Oklahoma Trust Companies Association, and past 
state vice president of American Bankers Association, Trust 
Division. 


Tulsa Alfred B. Drouot made asst. trust 
NATIONAL BANK officer. 
OF TULSA 
PENNSYLVANIA 
Greensburg Paul S. Blair elevated to chairman 
FIRST of the board and J. Regis Walthour 


NATIONAL BANK named president. Walthour has been 
vice president and trust officer since 


1947. 


Pittsburgh Emerson Stilley, G. E. Leitch and H. 
UNION M. Reed named trust officers; F. M. 
NATIONAL BANK Lyle and R. H. Miller, asst. trust 

officers. 

Reading F. Leon Minker advanced to senior 
BERKS COUNTY trust officer. He has been doing trust 
Trust Co. work since 1922, and is on the Com- 


mittee on Trust Education of the 
Pennsylvania Bankers Association. 
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Uniontown Samuel D. Braemer appointed execu- 
FAYETTE NATIONAL tive vice president and trust officer. 
BANK & TrusT Co. 


RHODE ISLAND 


Providence Harry B. Freeman elected president; 
RHODE ISLAND Raymond H. Trott, chairman of the 
HospPiTaL Trust Co. board; Francois L. deWolf (since 1946 

with the estates division and trust of- 
ficer since 1952) promoted to vice president in the trust 
department; John L. Daniels, Murray K. Macaulay and 

Nathaniel M. Vose, Jr., promoted to trust officers; Charles 

E. Gross and Richard S. Loomis elected asst. trust officers. 

Harry A. Bokelund, advertising manager for the past 26 

years, retired, relinquishing these duties to William D. F. 

Morrisson, vice president in charge of public relations and 

advertising. Bokelund will join Knight & Gilbert, the trust 

company’s advertising agency. 
Freeman was in the investment business until 1942 when 
he joined Providence National Bank as a trust officer. In 





F. L. DE WOLF 
Providence 


Harry B. FREEMAN 
Providence 


RAYMOND H. TROTT 
Providence 
1947 he became president of Phenix National and was made 
executive vice president of Rhode Island Hospital Trust 
when it took over the Phenix. He served as president of the 
Rhode Island Bankers Association in 1951. 


Trott is a graduate of Dartmouth, attended Harvard Law 
School, and was admitted to the Bar. He joined the bank in 
1919, and after’ promotions to trust officer and vice president 
in the trust department was elected president in 1947. Trott 
also served as president of the Rhode Island Bankers Asso- 
ciation and as president of the Trust Division of the American 
Bankers Association. 


SOUTH CAROLINA 


B. M. Edwards, chairman, elected to 
the vacant position of president. 


Charleston 
SouTH CAROLINA 
NATIONAL BANK 
Greenville 
FIRST 
NATIONAL BANK 


Lewis J. Frampton joined the bank as 
asst. trust officer. He formerly held 
that title at First NATIONAL BANK 
OF SOUTH CAROLINA, Charleston 


TENNESSEE 


Thomas W. Frazier and James F. 
Springfield elected asst. trust officers. 


Memphis 
UNION PLANTERS 
NATIONAL BANK 


Nashville 
First AMERICAN 
NATIONAL BANK 


Paul M. Davis elected honorary chair- 
man of the board, Parkes Armistead, 
chairman, and P. D. Houston, Jr., 
president. C. H. Wetterau, vice presi- 











G. B. BOURNE 
Nashville 


M. M. LAWELLIN 


P. D. HousTON, Jr. 
Tulsa Nashville 
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dent and trust officer until 1940, retired after 57 years. of 
service during which he helped build up the trust department. 
Houston is a past president of the Tennessee Bankers Asso- 
ciation. 


Nashville 
THIRD 
NATIONAL BANK 


Granville B. Bourne, former trust of- 
ficer, now a vice president; H. Leroy 
Austin promoted to vice president and 
trust officer; Thomas A. Cooper and 
K. H. Dodson to senior trust officers. 


Bourne is treasurer of the Salvation Army. Austin came 
last year from Security Trust Co., Lexington, Ky., has lec- 
tured on estate, inheritance and gift taxation at the U. of 
Kentucky School of Law and at the Southern School of Bank- 
ing, Louisiana State U. Cooper, a Princeton graduate, joined 
the Bank in 1939, and was awarded the Bronze and Silver 
Stars for heroism in World War II. Dodson has been identi- 
fed with trust activities in Nashville for 36 years, and 
joined the Bank in 1931. 





H. L. AUSTIN K. H. Dopson 


TuHOos. A. COOPER 
Nashville Nashville Nashville 
TEXAS 
Dallas Lawrence H. Budner and Richard M. 
FIRST Hart named asst. trust officers; as- 


NATIONAL BANK sistant cashier John H. Dickson given 


the additional title of asst. trust officer. 


Dallas 
NATIONAL BANK 
OF COMMERCE 


Miss Maurine Jacobs, former vice 
president, cashier and trust officer, 
became president to succeed the late 
J. B. Adoue, Jr. 


Dallas 
REPUBLIC 
NATIONAL BANK 


Fred F. Florence elected chairman of 
the executive committee and chief 
executive officer; James W. Aston, 
president. These official changes are 
in keeping with the recommendation of a long-range program 
of successive management for banks, which Mr. Florence 
advocated during his recent tenure as president of the 
American Bankers Association. Florence joined Republic 
in 1920, three months after it opened for business, and 
has been president since 1929. The bank now ranks eigh- 
teenth in the nation. 


Aston holds a B.S. degree in Civil Engineering from Texas 
A&M College. He was formerly City Manager of the City 
of Dallas. During World War II he rose from First Lieu- 
tenant to Colonel, became Chief of Staff, Air Transport 
Command, in 1945, and was awarded the Legion of Merit 
and Distinguished Service Medal. On December 1, 1945 
he was appointed vice president of Republic. 





JAMES W. ASTON 
Dallas 


Frep F, FLORENCE 
Dallas 


H. B. BLAcK 
Houston 


Fepxuary 1957 











C. E. KINCAID 
Seattle 


EDWIN R. MACKETHAN 
Norfolk 


REED E. HOLT 
Salt Lake City 


Norval W. Payne promoted to trust officer and assistant 
cashier; M. K. Winborn to trust officer; and William Guy 
Osborn and O. J. Bates named asst. trust officers. 
Fort Worth 
Fort WorRTH 
NATIONAL BANK 


Sam P. Beaty elected trust officer. 


Houston H. B. Black promoted to vice presi- 
First CITY dent and trust officer. Before joining 
NATIONAL BANK the bank in 1951, Black was vice 

president in charge of the trust de- 
partment of National Bank of Lima, Ohio. He attended 

Ohio State and the Graduate School of Banking at Rutgers. 

Houston 
NATIONAL BANK 
OF COMMERCE 


Harry W. Simms named asst. trust 
officer. 


UTAH 


Salt Lake City 
WALKER BANK & 
Trust Co. 


John M.: Wallace elected chairman of 
the board; Reed E. Holt named presi- 
dent. Wallace is a former mayor of 
Salt Lake City and a former Utah 
State Senator. Holt joined Walker Bank in 1923, became 
vice president and trust officer in 1943, and moved to the 
commercial department in 1948. He is a past president 
of the trust division of Utah Bankers Association. 


VIRGINIA 


Alexandria 
First & CITIZENS 
NATIONAL BANK 


Clarence J. Robinson elected presi- 

dent succeeding Gardner L. Boothe. 

J. Dulany Hammond, Jr., appointed 

estate planning officer. 

Charlottesville 
PEOPLES 
NATIONAL BANK 


W. Wright Harrison elected president 
and chief administrative officer. 


Danville E. T. Glidewell, Jr., named trust of- 
FIRST ficer. 
NATIONAL BANK 

Norfolk Edwin R. Mackethan advanced to sen- 


NATIONAL BANK 
OF COMMERCE 


Richmond John E. Campbell elected asst. trust 
STATE-PLANTERS officer. He practiced law before join- 
BANK OF COMMERCE ing State-Planters in 1954, 

& TRUSTS 


ior vice president and trust officer. 


Roanoke 
COLONIAL-A MERI- 
CAN NATL. BANK 


W.N. Pierce, trust officer, resigned to 
enter private practice of law. 


WASHINGTON 


Seattle 
NATIONAL BANK 
OF COMMERCE 


Don R. Tufts promoted to trust offi- 
cer. Elected asst. trust officers were: 
Ben E. Lynch, Harvey D. O’Neil and 
Stanley D. Ryals. 


Sattle 
SEATTLE TRUST 
& SAVINGS BANK 


Charles E. Kincaid elected vice presi- 
dent and trust officer, and will become 
manager of the trust department, old- 
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est in the Pacific Northwest. He is past president of the 


Seattle Association of Trust Men. 


WISCONSIN 


Madison 
BANK OF 
MADISON 


L. D. Atkinson, vice president, retired 
after 57 years in banking. A specialist 
in trust work, Atkinson was vice 





of the trust department of Union Trust Co. before its merger 


with Bank of Madison last May. 


Milwaukee 


president and trust officer in charge 


MARINE NATIONAL 
EXCHANGE BANK 


Thomas A. Moore, vice president in 
charge of the trust department, 
elected a director; Reginald N. Ferry 
promoted to vice president in the trust 
department. 
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Address correspondence to Trusts 
and Estates, 50 E. 42nd St., New 
York 17, attention Employment Ex- 
change, with code number. 


Law firm in New York desires attor- 
ney with experience in estate planning 
and administration. See ad H-72-1 


Attorney, now employed, with 12 years 
intensive experience in estate and trust 
administration, accounting and taxation, 
and surrogate’s practice, is interested in 
position with trust department or its 
house counsel. 72-4 


C.P.A., 41, financial assistant to lead- 
ing businessman, seeks position in trust 
and estate administration. 72-5 


Trust department in Southeast has 
openings for several trustmen. See ad 
H-72-6 

Experienced investment analyst sought 


by California trust department. See ad 
H-71-1 


Attorney with two years general prac- 
tice desires responsible position in trust 
department. 71-3 


Trust department in San Antonio seeks 
assistant trust officer. See ad H65-3 


A A A 
e David H. Morey, vice president and 
trust officer of The Boatmen’s National 
Bank of St. Louis, has been elected a 
member of the Board of Directors of the 
Chamber of Commerce of Metropolitan 
St. Louis. 





TRUST OFFICERS 


Opportunity for several men qualified as 
Trust Officers in growing section of 
southeast. New Business, Administrative, 
and Investment Officers wanted. Write, 
sending small photograph and resume. 
Opportunity to become Department Head 
in branches. 

Box H-72-6, Trusts and Estates 

50 East 42nd St., New York 17 








OPPORTUNITY 
FOR TRUST OFFICER 


Trust Institution in San Antonio, Texas, 
seeking qualified Assistant Trust Officer 
below age of 45. Position offers substan- 
tial opportunity for advancement. Full 
background information required. Salary 
open. Contact: 

Bex H-65-3, Trusts and Estates 








50 East 42nd St., New York 17 
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New Trust Powers, Mergers 


Miami, Fla. — CocoNuT GROVE BANK 
has added trust powers to its services, 
with Leland Hyzer, vice president, in 
charge of the trust department. 


Freeport, Ill. — First NATIONAL BANK 
has been granted trust powers. 


Overland Park, Kans. — OVERLAND 
PaRK STATE BANK acquired trust powers 
in December, 1955, but formally organ- 
ized and opened its trust department in 
December, 1956. Robert L. Wilson has 
been designated vice president and trust 
officer in charge. With the bank since 
1947, Wilson is a graduate of U. of 
Michigan Law School with a J.D. degree 
and practiced in Kansas City before 
World War II. 


Lafayette, Ind. — Formation of PuR- 
DUE NATIONAL BANK by consolidation of 
PurDUE STATE BANK and First MER- 
CHANTS NATIONAL BANK & TRUST CoO. 
has been approved by shareholders. 


Baltimore, Md. — The corporate title 
of FIDELITY-BALTIMORE NATIONAL BANK 
& TRUST Co. was changed to FIDELITY- 
BALTIMORE NATIONAL BANK. 


Boston & Quincy, Mass. — Proposed 
merger of GRANITE NATIONAL BANK of 
Quincy and the First NATIONAL BANK 
of Boston has been disapproved by the 
Comptroller of the Currency following 
passage by the Massachusetts Legislature 
of an Act limiting branches of State 
banks to their immediate county. The 
Act was signed about 12 hours before 
the annual meetings of the banks which 
voted on the merger. 


Grand Rapids, Mich. — MICHIGAN 
Trust Co. and OLD KENT BANK merged 
and became OLD KENT BANK & MICHIGAN 
Trust Co. with the Trust Company be- 
coming the trust division of the consoli- 
dated institution. George C. Thomson, 
president of the trust company, will be 
chairman of the board and Carl H. Mor- 
genstern, president and chief executive 
officer. The merged bank ranks in the 
top 150 in the nation and has trust re- 
sources exceeding $100 million. 


Wyckoff, N. J. — First NATIONAL 
BANK has been granted trust powers. 


Caldwell & Newark, N. J. — CITIZENS 
NATIONAL BANK & TRUST Co., Caldwell, 
merged into the NATIONAL STATE BANK 
of Newark, under the charter and title 
of the latter. 


Canton & Massillon, Ohio — PEOPLES 
BANK, Canton, consolidated with OHIO- 


MERCHANTS TrRusT Co., Massillon, under 
the title of PEOPLES-MERCHANTS TRUST 
Co. The main office will be at Canton. 


Cleveland, Ohio — UNION BANK oF 
COMMERCE Co. shortened its name to Un- 
ION COMMERCE BANK. 


Philadelphia, Pa. — Directors of 
TRADESMENS BANK & TRUST Co. and the 
PROVIDENT TRUST Co. approved plans to 
merge the two institutions under the 
name of PROVIDENT TRADESMENS BANK 
& Trust Co. The main office will be at 
Broad and Chestnut Streets, with prin- 
cipal officers as follows: James H. Large, 
chairman of the board; William R. K. 
Mitchell, vice chairman of the board and 
chairman of executive committee; Ben- 
jamin F. Sawin, president; Warren H. 
Woodring, executive vice president. Total 
resources will amount to $527,189,000, 
making it the fourth largest bank in the 
City. Personal trust assets will be over 
one billion dollars at market values, and 
trust and operations departments central- 
ized at 17th and Chestnut Streets. 


Nassau, Bahamas, B.W.I. — BAHAMAS 
INTERNATIONAL TRUST Co., Ltd., has 
been formed, with Harold Revington as 
head of the trust department. The com- 
pany will conduct financial, trusteeship 
and general investment business and act 
as financial advisers, investment mana- 
gers, executors and trustees and agents, 
and will also accept deposits. Other offi- 
cers are: chairman: Peter L. A. Folliss, 
vice president of Empire Trust Co., New 
York City, and Hugh Wright, man- 
ager. Revington and Wright were for- 
merly managers of the trustee branch, 
Barclays Bank, D.C.O. 





ESTATE ATTORNEY 
WANTED 


New York law firm seeks experienced 
lawyer to handle estate planning, wills 
and estate administrations. State full 
qualifications, experience and salary ex- 
pected. Information will be held confi- 
dential. 

Box H-72-1, Trusts and Estates 

50 East 42nd St., New York 17 
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INVESTMENT ANALYST 


Trust Department of California branch 
bank is seeking an experienced invest- 
ment analyst, with traming in industry 
and company analysis and supervision of 
Trust portfolios. Excellent opportunity 
for advancement. Please send a complete 
resume with photo to Box H-71-1, Trusts 
and Estates, 50 East 42nd St., New York 
17. All replies confidential. 
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PENSION and PROFIT SHARING DIGEST 


HILARY L. SEAL 


Morss, Seal & Bret; Lecturer in Statistics, Yale University 


HIGHLIGHTS OF AMA SEMINAR ON DEFERRED COMPENSATION PLANS 


HE AMERICAN MANAGEMENT AsSsoO- 
cine recently held its first “Ori- 
entation Seminar” on Pension, Profit- 
sharing and Deferred Compensation 
Plans at the Barbizon-Plaza Hotel in 
New York City. The presentations and 
discussions lasted throughout the three 
days January 23-25. 

The method of conducting the semi- 
nar was based on the AMA’s long ex- 
perience in the sphere of training busi- 
ness executives. Each morning and after- 
noon session was opened with a formal 
presentation by one of the guest speak- 
ers—an authority in his field—and this 
was followed by a so-called “buzz ses- 
sion” in which the audience participa- 
ted. The procedure used in these “buzz 
sessions” was to split the audience into 
four equal groups, each one under the 
guidance of a discussion leader. The 
latter was supposed to review the pre- 
vious presentation and discover whether 
his group had any points for elucida- 
tion or further discussion by the speak- 
er. After these “buzz sessions” the four 
groups would re-unite and receive fur- 
ther instruction from the guest speaker. 


This method of “education” worked 
very well indeed at the recent seminar. 
There were 71 registrants ranging from 
presidents and vice presidents of smaller 
companies to assistant vice presidents, 
treasurers, and departmental heads of 
multi-million dollar corporations. The 
extent of the knowledge and experience 
displayed in the buzz sessions and gen- 
eral discussions with the speakers were 


thus of a high order. 


Pension vs. Profit Sharing 


The first day of the seminar was de- 
voted mainly to pension and profit-shar- 
ing plans. Arthur J. Meuche, Pension 
Trust Officer, Chemical Corn Exchange 
Bank, New York, spoke on “The mean- 
ing of deferred compensation plans to 
employer and employee,” and Meyer 
Goldstein on “Pension and profit-shar- 
ing plans and their essential differ- 
ences.” Mr. Meuche outlined the his- 
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torical development of pension and 
profit-sharing plans in this country and 
described the important part they had 
come to play in employer-employee re- 
lations. He referred to 10 booklets he 
had written on the general subject which 
had been issued by his bank and were 


still obtainable therefrom. 


Mr. Goldstein spoke on his subject 
with evident authority. He warned 
against the establishment of a profit- 
sharing plan without a “definite prede- 
termined formula” for calculating the 
company’s contribution each year. And 
he explained why a pension plan should 
be installed before a (deferred) profit- 
sharing plan is provided for the em- 
ployees. That the majority of the com- 
panies represented at the seminar had 
similar views may be observed from the 
fact that whereas 35 companies had pen- 
sion plans only and 10 had both pension 
and profit-sharing plans, only seven em- 
ployers had seen fit to establish a profit- 
sharing plan without a prior pension 
plan. The two topics mentioned above 
had previously been covered in two of 
Mr. Goldstein’s publications (Nos. 956 
and 656, respectively) obtainable by 
writing to the Pension Planning Com- 
pany, 625 Madison Avenue, New York 
22, New York. 

Many of the other points made by 
Mr. Goldstein are to be found in last 
month’s issue of this Digest under the 
title “Can a profit-sharing trust be a 
successful pension plan?” 


Tax Factors 


On the second day of the seminar two 
New York tax attorneys addressed the 
meeting. In the morning Dr. J. H. 
Landman discussed “Deferred compen- 
sation contracts and stock options” and 
other related topics. He felt that there 
is a real danger that some of today’s 
deferred compensation contracts would 
be taxed on the aggregate amount of the 
contract as soon as the executive retired. 
To avoid this possibility he advocated 
the employment of the executive on a 


consulting basis as a pre-requisite for 
the continuation of the contractual in- 
come. So far as stock options were con- 
cerned Dr. Landman believes that the 
proprietary stock option would stand 
less and less chance of being upheld by 
the courts. Stock options are today pre- 
ponderantly held to be compensatory 
in nature. 


Denis B. Maduro spoke at the after- 
noon session on “Tax consideration of 
qualified pension and _ profit-sharing 
plans.” The writer—who was Chairman 
of the Seminar (except on the second 
morning when Franklin C. Morss, Jr. 
took over)—found Mr. Maduro’s ap- 
proach to his subject most refreshing. 
Two points emphasized were that an 
employee’s total compensation in its 
various forms—salary, overtime, bonus, 
stock options, profit-sharing, pension. 
reversionary benefits, etc.—had to be 
“reasonable” to constitute a tax-deduct- 
ible item on the company’s tax return. 
Thus if the Treasury held that a figure 
of $30,000 a year were reasonable for 
a certain employee any salary, bonus 
or pension contributions in excess of 
this figure would necessarily be non- 
deductible if paid by the company. 


The other point was that since the 
Code singles out a specified type of 
retirement plan—the “qualified” plan— 
for special tax advantages it would be 
illogical to think that better tax treat- 
ment could be obtained by avoiding the 
requirements for “qualification.” Thus, 
for example, the commonly held view 
that ad hoc pay-as-you-go pensions can 
be granted on a completely “discrimina- 
tory” basis (eg., 75% of salary to 
those who earned over $10,000 a year, 
nothing to less senior employees) is a 
fallacy. 


Mr. Maduro also emphasized that 
pension and profit-sharing plans should 
be used to their full extent for the com- 
pany’s executives before consideration 
is given to special deferred compensa- 
tion contracts for such employees. He 


161 








mentioned several cases where compan- 
ies had proposed stock options and other 
devices for their top executives without 
realizing that the pensions of these 
men (and no others) under the com- 
pany’s plan could be doubled or tripled 
by a suitable plan amendment. 


Insured vs. Trusteed Financing 


The last day of the seminar was given 
over to a comparison of trusteed and 
insured financing of pension plans. 
Since there were 23 trusteed and 23 in- 
sured pension plans among the com- 
panies represented at the meeting this 
subject was obviously of great interesc 
to those present. It was hardly less im- 
portant to the nine companies in at- 
tendance that had no pension or profit- 
sharing plan for their employees. 


This morning’s meeting commenced 
with two half-hour presentations. The 
first, by Morgan H. Alvord, Second 
Vice President, Group Pension Depart- 
ment, Connecticut General Life Insur- 
ance Co., Hartford, was entitled: “In- 
sured pension plans,” and the second by 
William F. Marples, Associate Actuary, 
George B. Buck, New York, bore the 
title “Trusteed pension plans.” Both 
speakers outlined the main features of 
their respective types of plan and ex- 
plained why they thought them advan- 
tageous over those of the other speaker. 
Mr. Marples summed-up the advantages 
of the trusteed fund as follows: 


1. The opportunity of obtaining a 
high investment yield. 


2. A flexible benefit schedule which 
can be amended or added to to meet 
the needs of employees. 


8. Realistic cost estimates based 
substantially on the facts of the em- 
ployer’s own employment experience. 

4. Maximum flexibilities in pay- 
ments to meet fund requirements 
(within the framework of Internal 
Revenue Service regulations). 


5. Legal documents constituting the 
plan “custom built” and _ readily 
amended. 

6. Minimum “non-benefit” expenses. 

7. Simple administration. 


8. Opportunity for cultivating em- 
ployee relations. 


Finally, there is the point that with a 
trusteed plan the employer has the sat- 
isfaction of knowing that all monies 
added to the fund, whether they come 
from his own contributions or from 
dividends and interest, increase the cor- 
pus of the fund by the full amount of 
the addition and can never at any stage 
be withdrawn from the fund except as 
benefits to such of his employees as 
qualify for payments. 


Instead of the usual “buzz session” 
the two speakers were joined on a panel 
by Ray M. Peterson, Vice President and 
Associate Actuary, Equitable Life As- 
surance Society, New York, and by the 
Chairman. Readers of this Digest will 
not need to be told that the panel ex- 
pressed itself forcibly and that each 
of its members came away with the 
feeling that “his side had won.” In par- 
ticular, it may be mentioned that Mr. 
Peterson reviewed each of Mr. Marples’s 
advantages enumerated above and con- 
cluded that the insured plan was just 
as effective under each head. 


As far as we know this is the first 
time that a group of qualified actuaries 
has ever discussed in public the pros 
and cons of insured and trusteed financ- 
ing of pension plans. 

The final presentation was by George 
Sisler, Vice President, First National 
Bank of Chicago, assisted by Waid R. 
Vanderpoehl, Assistant Trust Officer of 
that bank. The subject was “Investment 
of trust funds” and emphasis was laid 
on the need for equity investments if 
the beneficiaries of the trust are to 
maintain today’s purchasing power. 








When You Need a Fiduciary 
in Washington State... 


Trust Department 


NATIONAL BANK OF COMMERCE 
OF SEATTLE 


BRANCHES THROUGH WASHINGTON * One of the oldest and largest 


Member Federal Deposit Insurance Corporation 
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Trust Departments in the 
Pacific Northwest. 


2nd Avenue at Spring St. Seattle 


Since liquidity is not an essential of pen- 
sion plans the purchase of a good pro- 
portion of equities is in no way danger- 
ous. Although currently the bank’s in- 
vestment experts are working to an ave- 
rage portfolio containing 35% equities 
the trend is still upward and might well 
reach the 50% level in a few years’ 
time. The lively debate that followed 
this presentation was evidence of the 
interest it had aroused. 


It is, of course, difficult for a Chair- 
man of a seminar to judge how well 
the various speakers are “getting 
across.” Looking back on the three 
days’ meetings, I have the impression 
of a receptive audience refusing to be 
put off by the technicalities of an ab- 
struse subject. The AMA’s experiment 
was, I think, a success and should be 
followed by other seminars along the 
same lines. 


ESSENTIALS OF SOUND 
WELFARE PROGRAM 


The Financial Times of Montreal, 
Canada, reports (1/18/57) that Wil- 
liam M. Mercer, the employee benefit 
plan consultant, has stated the essentials 
of a sound welfare program to be: 


(1) A pension (including social se- 
curity) of about 50% of the employ- 
ee’s final compensation commencing 
when he is no longer mentally or 
physically productive; 


(2) A pension (including social se- 
curity) of about 25% of the employ- 
ee’s final compensation to his widow 
or orphans whether the employee dies 
in service or after retirement, but 
ceasing on remarriage of the widow 
or on attainment of age 18 by the 
orphans; 


(3) Payment of major medical and 
hospital expenses; and 

(4) Continuing sick pay of about 
50% of compensation after one week 
of sickness. 


It may be noted that if an employer 
desired to attain the objective indicated 
under (1) for all his employees who 
retired with 35 years of service with 


his company he would establish a pen- |— 
sion plan with a per-service-year pension | 7 


accrual of 14% of the employee’s final 
compensation plus 1% of that part of 


this compensation that exceeds $4,200 | 


a year. For example, the $3,600 a year 
employee with 35 years’ service would 


then obtain a pension of $1,812 includ- | 
ing his primary social security, the | 
$6,000 a year employee would receive | 
$2,982, the $10,000 a year man $5,082 | 


and so on. 
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INCOME TAX REGULATIONS 
(Continued from page 114) 


specific allocation by the terms of the 
trust. They say, however, that an alloca- 
tion under a provision directing the 
trustee to pay all of one class of income 
to A and the balance of the income to 
B is a specific allocation by the terms 
of the trust. 


It is difficult to perceive how the lat- 
ter type of allocation would meet the 
statutory requirements while the former 
would not. If the result is considered 
desirable, the statute should so provide. 


Allocation of Deductions 


According to the regulations," in 
computing distributable net income, all 
deductions directly attributable to a 
particular class of income other than 
the $50 dividend exclusion must be al- 
located to that class. If the deductions 
directly attributable to a particular class 
of income exceed that income, the ex- 
cess is applied against other classes of 
income. Deductions which are not di- 
rectly attributable to a particular class 
of income may be allocated to any item 
of income included in computing dis- 
tributable net income, but “a portion 
must be allocated to nontaxable income” 
other than the $50 dividend exclusion. 


In an example illustrating the effect 
of this rule, the only items of deductions 
which the regulations allocate to non- 
taxable income are nonbusiness_ ex- 
penses, such as trustees’ commissions, 
and the regulations probably do not 
intend to apply the allocation rule to 
any other class of deductions. Nonbusi- 
ness expenses are the only deductions 
which the statute allows only to the ex- 
tent allocable to taxable income,”* and 


“Sec. 1.652 (b) -3. 
*Secs. 212, 265(1). Interest is disallowed to the 
extent that it relates to indebtedness incurred or 


continued to purchase or carry tax exempt obli- 
gations. Sec. 265 (2). 


an estate or trust should be treated in 
the same way as an individual and 
should not be required to allocate any 
other class of deductions between tax- 
able and nontaxable .income. 


Different Taxable Years 


The statute provides that if the tax- 
able year of a beneficiary is different 
from that of the estate or trust, the 
amount which the beneficiary is re- 
quired to include in gross income shall 
be based on the amount of income of 
the estate or trust for its taxable year 
ending within or with his taxable year.”® 
A question which has troubled fiduci- 
aries under the 1939 Code as well as 
the 1954 Code is how the statutory rule 
applies when a trust beneficiary dies 
during the taxable year. 


For example, if a trust and an income 
beneficiary are both on a calendar year 
basis and the beneficiary dies on June 
30, 1956, must the beneficiary’s final 
return include his share of net income 
received by the trust in 1956 up to the 
date of his death, or, since the taxable 
year of the trust does not end with or 
within the final period of the benefici- 
ary, is the beneficiary’s share of income 
includible in the return of his estate? 


The regulations*® provide that the dis- 
tributable net income of the estate or 
trust must be computed for its full tax- 
able year in determining the extent to 
which the deceased beneficiary’s share 
of income “is included in his gross 
income for his last taxable year or in 
the gross income of his estate.” The 
regulations then make the following 
statement, which did not appear in the 
proposed regulations: 


“The gross income for the last tax- 
able year of a beneficiary on the cash 
basis includes only income actually 
distributed to the beneficiary before 
his death. Income required to be dis- 


Secs. 652(c), 662(c). 
30Secs. 1.652(c)-2, 1.662 (c) -2. 
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tributed, but in fact distributed to his 

estate, is included in the gross income 

of the estate as income in respect of 

a decedent under Section 691.” 

The Revenue Service ruled under the 
1939 Code that the full share of trust 
income of the deceased beneficiary re- 
ceived by the trustee up to the date of 
death was includible in the beneficiary’s 
final return.* The new _ regulations, 
however, make a wholly different rule 
and include in the deceased benefici- 
arys gross income only the income 
actually paid to him prior to his death. 
His remaining share of trust income for 
the taxable year is taxable to his estate. 


The new rule is of questionable 
soundness. If the taxable year of the 
trust is deemed to end when the benefi- 
ciary dies, it would seem proper to in- 
clude in his final return his full share 
of income received by the trustee to the 
date of his death, whether or not dis- 
tributed to him. This was the rule prior 
to the 1954 Code in the case of partner- 
ship income, where no provision was 
made for continuation of the partner- 
ship after, a partner’s death.3* On the 
other hand, if the taxable year of the 
~ SiSee letter dated February 6, 1947 reported in 


1951-1952 Montgomery, Estates, Trusts, and Gifts 
246. 


®2See Guaranty Trust Co. v. Comm., 303 U.S. 493 
(1938). 
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trust continues without interruption by 
the beneficiary’s death, it would seem 
correct to include the deceased benefici- 
ary’s full share of income for that year 
in the return of his estate, regardless of 
the amount paid to the beneficiary be- 
fore death. This was the rule under the 
1939 Code with respect to partnership 
income in cases where the partnership 
taxable year was deemed to continue 
without interruption after a partner's 
death.** 


Amounts Used to Discharge 
Legal Obligation 


One of the most important provisions 
of the regulations and one which is 
likely to lead to much controversy is 
that relating to income used to dis- 
charge a legal obligation. The regula- 
tions®* state as the general rule that 
trust income which is used to discharge 
a person’s legal obligation is taxable to 
that person as beneficiary. It makes no 
difference under this rule who the 
grantor or the trustee may be. This is 
the same rule which appeared in the 
regulations under the 1939 Code.*° 

83See Girard Trust Co. v. United States, 182 F. 


2d 921 (3rd Cir. 1950); Comm. v. Mnookin’s Es- 
tate, 184 F. 2d 89 (8th Cir. 1950). 


Sec. 1.662 (a) -4. 
Reg. 118, Sec. 162-1(f). 
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The regulations*® set forth certain 
qualifications of the general rule. They 
say that the term “legal obligation” in- 
cludes a legal obligation to support an- 
other person “if, and only if, the legal 
obligation is not affected by the ade- 
quacy of the dependent’s own _ re- 
sources.” As an example, they say that a 
parent has a legal obligation to support 
his minor child if under local property 
law property or income from property 
owned by the child cannot be used for 
his support so long as his parent is able 
to support him. They say, on the other 
hand, that if under local law a mother 
may use a child’s own resources to 
support him, in lieu of supporting him 
herself, no obligation of support exists, 
whether or not income is actually used 
for that purpose. Finally, they say that, 
in any event, the amount of trust in- 
come which is includible in the income 
of a person obligated to support a de- 
pendent is limited by the extent of the 
obligation under state law and that in 
the case of a parent’s obligation to sup- 
port his child “to the extent that the 
parent’s legal obligation of support, in- 
cluding education, is determined under 
the local law by the family’s station in 
life and by the means of the parent, it 
is to be determined without considera- 
tion of the trust income in question.” 


The taxation to the father of trust in- 
come used to support a minor child is 
thus made to depend on the child’s 
right of support under state law. If 
under state law a child’s own property 
or income may not be used for his sup- 


3Sec. 1.662 (a) -4. 


port as long as his father is able to sup- 
port him, then, assuming that the 
father is in fact able to support the 
child, any trust income which discharges 
the father’s bare legal obligation is tax- 
able to the father. But if under state law 
a child’s own property or income may 
be used for his support without regard 
to his father’s resources, trust income 
used to support the child will be taxable 
to the child and not to the father. In 
any event, the father would not be tax- 
able on income from a trust created by 
another which is used to provide luxu- 
ries for the child, such as a trip to 
Europe or an expensive car. The father 
would be taxable only to the extent that 
the income discharged his legal obliga- 
tion to support the child, whatever that 
might be under applicable state law. 


In many states it is not clear whether 
a child’s property may be used for his 
support if the father’s resources are ade- 
quate for that purpose. The regulations 
no doubt will lead to action by many 
state legislatures to permit the use of a 
child’s own property for his support 
without regard to the father’s resources. 


Separate Shares Treated as 
Separate Trusts 


The statute** provides that for the 
sole purpose of determining the amount 
of distributable net income which is 
taxable to each beneficiary, where a 
single trust (but not an estate) has 
more than one beneficiary, substantially 
separate and independent shares of dif- 
ferent beneficiaries will be treated as 


87Sec. 663(c). 
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separate trusts. The regulations** point 
out that where there is one trust with 
more than one beneficiary and one bene- 
ficiary receives a distribution of income 
or principal in excess of his separate 
share of distributable net income for 
the taxable year, this rule will limit the 
amount taxable to him to the distribu- 
table net income in which he is per- 
mitted to share and will prevent him 
from being taxed on a separate share 
of income of the same trust which is 
being accumulated for the benefit of 
others. In applying this rule, the amount 
of distributable net income for each 
share is computed as if that share con- 
stituted a separate trust, and any de- 
duction or loss which is applicable solely 
to one separate share of the trust is not 
available to any other share of the 
same trust.°® 


According to the regulations, the 
separate share rule may be applicable 
“to successive interests in point of time, 
as for instance in the case of a trust 
providing for a life estate to A and a 
second life estate or outright remainder 
to B.”4° The regulations then proceed 
to clear up a point, not covered by the 
proposed regulations, regarding the ef- 
fect of the separate share rule on the 
allocation between a life beneficiary and 
remainderman of deductions for items 
paid before and after the death of the 
life beneficiary. They say:*! 


“In such a case, in the taxable year 








Sec. 1.663 (c)-1. 
Sec. 1.663 (c) -2. 
4Sec. 1.663 (c)-3(e). 
41Td. 


of a trust in which a beneficiary dies 
items of income and deductions prop- 
erly allocable under trust accounting 
principles to the period before a bene- 
ficiary’s death are attributed to one 
share, and those allocable to a period 
after the beneficiary’s death are at- 
tributed to the other share.” 


This statement is followed by an ex- 
ample in which the trust is on a calendar 
year basis and the income beneficiary 
died on June 1, 1956. The regulations 
say that in determining the distributable 
net income of the trust for the purpose 
of determining the amounts includible 
in A’s income, income and deductions 
properly allocable to the period before 
the beneficiary’s death are treated as 
income and deductions of a separate 
share, “and for that purpose no account 
is taken of income and deductions allo- 
cable to the period after” the benefici- 
arys death.** This appears to mean 
that where a trust comes to an end on 
the death of the income beneficiary and 
expenses are paid from corpus after 
his death, a deduction for such expenses 
would not reduce the amount taxable to 
the income beneficiary but would enure 
solely to the benefit of the remainder- 
men. This is an equitable result, whether 
or not it is justified by the statute. 


The regulations** provide that the 
separate share rule does not apply for 
the purpose of the allowance to benefi- 
ciaries of excess deductions on termina- 
tion of the trust under Section 642(h) 
of the statute. It is not clear what the 


meaning of this provision is as applied 


421d. 
*8Sec. 1.663 (c)-1(b). 
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to the partial termination of a trust. 
Does it mean, for example, that if a 
trust terminates to the extent of one- 
half on the death of an income benefici- 
ary, the remaindermen who succeed to 
that one-half are not entitled to the 
excess deductions attributable to that 
one-half? If that is the rule, it should 
be changed by statutory amendment. 


Conclusion 


The regulations show an intention to 
interpret the statute in an equitable man- 
ner, and in many instances they go a 
long way toward clarifying doubtful 
provisions of the statute. However, cer- 
tain of the rules stated in the regulations 
which follow from the statutory langu- 
age point up the need for amendatory 
action by Congress. It is to be hoped 
that such need will be brought to the 


attention of Congress at an early session. 


A A A 


© Earl R. Hudson, President of Kennedy 
Sinclaire, Inc., trust advertising and 
sales training specialists, spoke on “Es- 
tate Planning — Trusts and Taxes” at 
the Annual Ladies Night Banquet of 
the Mobile Chapter of the National As- 
sociation of Cost Accountants, held Janu- 
ary 17. He then outlined specific ways 
in which trusts might save taxes and 
provide financial management. 
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CLASS 16: BEQUESTS INVOLVING MARITAL DEDUCTION 


In general, if the estate can be divided into two 
equal parts, one of which shall go outright to the wife 
or to a trust which qualifies for the marital deduction, 
the other part may then be subjected to the payment 
of Federal and State estate and inheritance taxes and 
the remainder may go in a non-marital trust. Since the 
trust provisions will be substantially the same as are 
shown in the other classes, they are not repeated here. 


(a) Formula Clauses 


The subject of so-called formula clauses for the 
marital deduction has produced a sharp division of 
opinion as to whether the advantages outweigh the 
disadvantages. Since a formula clause imposes upon the 
probate court, an instrumentality of the state of pro- 
bate, the duty of predicting the tax which will be 
due to another sovereignty, namely the Federal govern- 
ment, it could well decline to perform such function. 
However, the probate courts have assumed this func- 
tion, and the formula has been able to gain wide 
acceptance, despite its anomalous character. 

There are other risks from the planning standpoint 
in using formula clauses. For example, reliance on a 
formula clause to achieve the maximum marital de- 
duction, without doing more, may result in the inad- 
vertent qualification of an excess amount through 
property passing outside the will, such as proceeds of 
life insurance and jointly owned assets passing to the 
wife. These might well aggregate more than one-half 
of the adjusted gross estate, with the result that the 
excess would be unnecessarily subjected to a second 
tax in the wife’s estate. A further result might be the 
creation of no trust at all, or a fund so small as to 
be uneconomical and otherwise undesirable to ad- 
minister. 

Possibly the time will come, perhaps with the co- 
operation of Congress, when a formula clause can be 
recommended without any misgivings. For the present, 
however, the author deems the practice of making the 
amount of a bequest in the probate court depend upon 
the solution of a problem in Federal tax law, which is 
what a formula clause does, too lacking in authoritative 
sanction to be included in the form paragraph system 
which is here presented. 

In view, however, of the obvious advantages of tying 
the amount of the marital deduction bequest to the 
maximum which could be obtained, the practice of 





*The first edition of Mr. Neuhoff’s will clause system, pub- 
lished ten years ago, met with wide success and the many 
requests for a revised edition have led to a completely rewrit- 
ten and expanded yersion. Major chapters are. being pub- 
lished serially in Trusts aNp Estates, and the entire system 
will be published by us in book form later. Editor’s Note. 
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“tailormaking” a modified formula has been evolved 
(see No. 16.1) and is recommended by the author for 
use in suitable cases, until formula clauses, as such, 
become better established by judicial decision or, per- 
chance, fail to gain substantial judicial approval. 


The purpose of the modified formula is to perform 
the steps which it is contemplated would be per- 
formed in order to ascertain the maximum marital 
deduction in a particular situation and to express the 
result not in dollars, but as a fractional part of a 
fund, which will consist presumably of the rest, residue 
and remainder after payment of debts but before pay- 
ment of federal estate taxes or state inheritance taxes. 
The grouping of state inheritance taxes with federal 
estate taxes is in the interest of simplicity. A test 
calculation should be made to see whether this may be 
safely done and if not, then other means must be 
sought. 


The reason for expressing the result as a fraction 
of a fund rather than a dollar amount is to avoid 
possibly incurring a taxable gain if the amount to be 
used to satisfy the marital deduction is first expressed 
in dollars and then paid in property which may have 
appreciated in value since the date of death. See Kevan 
v. Comm., 114 F2d 217 (C.C.A.2d 1940) and Rev. Rul. 
55-117, LR.B. 1955-10. 


It should also be explained that in order to avoid 
unnecessary length the modified formula is intended 
to include only the live possibilities in a particular 
case. It is recognized that a wrong guess as to the 
categories to be included in the portion of the formula 
which is intended to represent the adjusted gross estate 
will result in excluding some assets from this category 
and thereby understating the bequest intended to satis- 
fy the marital deduction, and on the other hand the 
omission of categories from the part of the formula 
intended to represent the property which passes to the 
spouse outside the probate estate (i.e. the property not 
subject to the will) will have the effect of overstating 
or enlarging unnecessarily the amount going to the 
spouse for purposes of marital deduction, with the ob- 
vious disadvantage of possibly increasing the estate 
tax upon the subsequent death of the surviving spouse. 


Therefore, it is intended that in case of doubt 4 
category will be included even though it is expected 
that the amount within that category will be zero. For 
example, gifts in contemplation of death may be in- 
cluded as a precaution, although it is expected that 
there will be none of consequence. 


The purpose of the various parts of the modified 
- formula set out in No.-16.1 is as fallows: 


Part A, less part B, is intended to represent the ad- 
justed gross estate. Part C is intended to represent the 
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maximum marital deduction allowable to the decedent’s 
estate. Part D is intended to represent the property 
passing to the spouse outside the probate estate (i.e. 
not governed by the will) which satisfies the marital 
deduction requirement of federal law so that it is 
unnecessary to satisfy this much by the marital bequest 
under the will. 


By subtracting D, which is the amount passing to 
the spouse outside the will, from the “one-half” ar- 
rived at by part C, one arrives at part E which is the 
portion of the marital deduction which must come from 
the probate estate if a maximum marital deduction is 
to be provided for. This could have been expressed as 
a dollar amount and would have been so expressed, but 
for the danger of unnecessarily picking up a taxable 
gain when such dollar amount would be satisfied with 
property which had appreciated in value, as referred 
to above. 

Since, however, it is desired to express the amount 
needed for the marital bequest out of the probate estate 
as a fraction of the residuary fund, the result arrived 
at by part E is made the numerator of the fraction and 


Modified Formula Clause 16.1 


Caution: This clause should not be used before reading 
the introduction pointing out the risks in its use. 


Provided my said wife, A, survives me, I give and be- 
queath a fractional part (to be determined in accordance 
with a formula hereinafter provided) of all of the rest, 
residue and remainder of my property, wherever situate, 
and whether acquired before or after the execution of this 
eee Trust Company, a 
corporation now located at —_ _ in the City of 
ee , State of _.........., and unto its successor 
as TRUSTEE, to be held In Trust by it, for the uses and pur- 
poses hereinafter set out. 

The formula to be used to determine the amount of said 
fractional part of the said residue herein conveyed under 
this Clause shall be as follows: 

The numerator shall be arrived at as follows: 

A. Find the sum of: 

(a) The value of any property, real or personal, to 
the extent of any interest of mine therein which is required 
to be included in my gross estate for purposes of Federal 
estate tax, 

(b) The value of any gifts which I may have made 
within three years of my death and which were made in 
contemplation of death, 

(c) The value of all property which is required to be 
included in my gross estate for purposes of Federal estate 
tax by reason of any transfer which I may have made dur- 
ing my lifetime, 


(d) All amounts receivable as insurance under policies 
on my life, to the extent that such amounts are required to 


be included in my gross estate for purposes of Federal 
estate tax, 


(e) The value of all property to the extent of any 
interest therein of my said wife existing at the time of 
my death as dower or curtesy, or by virtue of a statute 
creating an estate in lieu of dower or curtesy, and which 
is required to be included in my gross estate for purposes 
of Federal estate tax, 


(f{) The value of any annuity or other payment receiv- 
able by a beneficiary by reason of surviving me, to the 
extent to which required to be included in my gross estate 
for purposes of Federal estate tax, 
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the denominator named in part F is the entire amount 
of the residuary fund. 
It is also provided that only “qualifying” assets may 


be utilized in order to guard against the effect of 
I.R.C. § 2056(b) (2). 

The valuations intended to be used are those which 
are effective for purposes of Federal estate tax. 

With respect to the widow’s allowance, see Rev. Rul. 
83 C.B. 1953-1, 395, to the effect that it must constitute 
a vested right in order to be deductible. But see also, 
Estate of Proctor D. Rensenhouse, 27 T.C. — No. 10, 
and Rev. Rul. 56-26, C.B. 1956-1, 447. 


(b) Other Marital Deduction Clauses 

An example of a power of appointment which is 
deemed to be in compliance with the provisions of 
IL.R.C. Section 2056(b)(5) is found in No. 16.2. For an 
example of vesting the estate after the life interest in 
the wife directly in the wife, see No. 16.3. This is 
deemed to comply with Section 2056(b) (1). 

A spendthrift clause of some kind with respect to 
assignment of income by a wife is apparently permis- 
sible. See Proposed Regulations § 20.2056(b)-1(f) (7). 


(g) The value of any property held as joint tenants by 
myself and another person or as tenants by the entirety with 
my said wife, or deposited with any person carrying on the 
banking business in the names of myself and another jointly 
or in my name in trust for another, to the extent of any 
interest therein required to be ‘included in my gross estate 
for purposes of Federal estate tax. 

(h) The value of any property to the extent of any in- 
terest therein required to be included in my gross estate for 
purposes of Federal estate tax by reason of any power of 
appointment exercisable by me. 

B. Then subtract from said sum such amounts as are 
allowed as deductions from the gross estate for the purpose 
of determining my adjusted gross estate for purposes of 
Federal estate tax. 

C. Take one-half of the amount remaining after sub- 
tracting the amounts arrived at under B above from the 
amount determined under A above. 

D. Find the sum of: 

(a) The value of any gifts which I may have made 
to my wife within three years of my death and which were 
made in contemplation of death, but only if made in such 
manner as to qualify for the marital deduction of my estate 
for Federal estate tax and to the extent that they so qualify. 

(b) The value of any property which is required to 
be included in my gross estate for purposes of Federal 
estate tax by reason of any transfer that I may have made 
during my lifetime, but only if such property passes or 
has passed to my wife in such a manner as to qualify for 
the marital deduction of my estate for Federal estate tax 
and only to the extent that it so qualifies. 

(c) All amounts receivable as insurance under policies 
on my life which pass to my wife under a disposition which 
qualifies for the marital deduction of my estate for Federal 
estate tax and only to the extent that they so qualify. 

(d) The value of any property, real or personal, to the 
extent of any interest therein which is required to be in- 
cluded in my gross estate for purposes of Federal estate tax 
and which passes or has passed to my wife in a manner 
which qualifies for the marital deduction of my estate for 
Federal estate tax and only to the extent that it so qualifies. 

(e) The value of all property to the extent of any interest 
therein of my said wife existing at the time of my death 
as dower or curtesy, or by virtue of a statute creating an 
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estate in lieu of dower or curtesy and which qualifies for the 
said marital deduction of my estate for Federal estate tax 
and only to the extent that it so qualifies. 

(f) The value of any annuity or other payment re- 
ceivable by my wife by reason of surviving me, to the 
extent to which said amount qualifies for said marital de- 
duction of my estate for Federal estate tax and only to the 
extent that it so qualifies. 


(g) The value of any property held as joint tenants or 
tenants by the entirety with my said wife or deposited with 
any person carrying on a banking business in the names 
of myself and my wife jointly or as tenants by the entirety 
or in my name in trust for my wife, and which shall pass 
to my said wife upon my death under such circumstances 
that it qualifies for inclusion in the marital deduction of 
my estate for Federal estate tax and only to the extent that 
it so qualifies. 

(h) The value of any interest in any property with 
respect to which I had a power to appoint such interest, 
which interest shall pass to my said wife under such circum- 
stances that it qualifies for inclusion in the marital deduc- 
tion of my estate for Federal estate tax and only to the 
extent that it so qualifies. 


(i) The value of any allowance which shall be made 
by the Court having jurisdiction over my estate to my said 
wife, whether as so-called “widow’s allowance,” allowance 
in lieu of support or other similar provision, but only if 
such amount qualifies for inclusion in the marital deduction 
of my estate for Federal estate tax and only to the extent 
that it so qualifies. 


E. Then subtract the sum of amounts in D above from 
the “one-half” arrived at by step C above. The result of 
said subtraction shall be the numerator of the fraction re- 
ferred to above. 


F. The denominator of said fraction shall be the value 
of the rest, residue and remainder of my property to which 
said fraction is above provided to be applied. 


In making the computations necessary to determine said 
fractional portion, the value of such items as of the date 
of my death shall be used (determined in the manner pro- 
vided by Federal estate tax law) unless my EXECUTOR shall 
elect to make a return for Federal estate tax purposes utiliz- 
ing the values of assets at a date or dates later than my 
death, in which event the values at such later dates shall be 
used. 


In the event that the numerator of said fraction is nega- 
tive or zero, that is to say, if the amount arrived at in step 
D above is equal to or greater than the “one-half” arrived 
at by step C above, then the trust created by this Clause 

_ shall not come into existence, but instead all of said 
property shall go to those persons and in the manner here- 
inafter set out in Clause __...__. hereof. 


In every place in the above computaion where an item, 
asset or amount has been included by reason of one pro- 
vision of part A or part D, respectively, it shall not be 
again added by reason of another provision of part A or 
part D. 


Since my purpose in bequeathing said fractional portion 
of said rest, residue and remainder of my property is to 
qualify my estate for the maximum marital deduction al- 
lowable for purposes of Federal estate tax upon my estate, 
the foregoing provision of this Clause —___. shall in all 
cases of doubt be interpreted in such manner as to bring 
about such result. 
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Income provisions, encroachment and power of ap- 


pointment 16.2 


Said TRUSTEES shall take possession of said property and 
shall hold the same in a Trust, herein sometimes called the 
“Marital Trust,” and which shall be kept and administered 
separate and apart from any other Trust hereinafter created, 
and they shall hold, manage and control said property and 
shall collect all rents, income, issues and profits thereof. 
Said TRUSTEES shall have such other powers and duties as 
are set forth in Clause of this Will which shall 
apply as fully as if copied here. 

The entire income of said Trust, after payment of all 
proper expenses of the Trust, including compensation of 
said TRUSTEES, shall be paid over and distributed, in month- 
ly or other convenient installments, but at least semi- 
annually, to my said wife, A, during her natural life. 

In the event that my said wife shall be in need of funds 
in excess of the income derived from said Trust estate in 
order to provide for her reasonable care and support, then 
said TRUSTEES are authorized in their discretion to encroach 
upon the principal of the Trust estate for said purposes in 
such amount as they in their discretion and from time 
to time may deem necessary or advisable. Such encroach- 
ment on principal need not be made good from later income 
accruing to my said wife, but shall be and remain a general 
deduction from the corpus of the Trust estate. My said wife 
shall not as a TRUSTEE participate in any decision with 
reference to encroachment for her own benefit, but such 
decision shall be made by the CO-TRUSTEE acting alone. 

Said Trust shall terminate upon the death of my said 
wife, A, and the Trust assets shall then and there vest in 
and be paid over and distributed to such person or persons 
or the estate of my said wife, in such manner and propor- 
tions as my said wife shall appoint by a provision in her 
Last Will and Testament, referring to this power, and pur- 
porting to exercise the same. If my said wife shall fail so 
to exercise said power of appointment, then in that event, 
said corpus shall at the date of said termination vest in and 
be paid over and distributed to the persons and in the man- 
ner set forth below in Clause _____ hereof. 


Vesting corpus on termination in estate of wife 16.3 


Said Trust shall terminate upon the death of my said 
wife, A, and the entire corpus of the trust estate less all 
proper deductions, including compensation of said TRUSTEES, 
shall vest in and be paid over and distributed, free from 
trust, to the estate of my said wife. 


Fractional part, after payment of estate taxes, to 
non-marital trust 16.4 


What remains after the disposition of a fractional part, 
as provided above in Clause , of said rest, residue 
and remainder of my property, or all thereof, if my said 
wife does not survive me, shall go and be disposed of as 
follows: 

A. My EXECUTOR is authorized and directed to pay 
therefrom all inheritance, legacy or estate taxes on my estate 
or on the devolution of any portion thereof, (etc. as in No. 
52.1). 

B. Provided that I am survived by my said wife, A. 
what remains after the payment of said taxes as aforesaid. 
I give, devise and bequeath unto the said _...__ 
Trust Company, and unto its successors, as TRUSTEE, [0 5 be 
held In Trust by it for the following uses and purposes: 

Said TRUSTEE shall take possession of said property and 
shall hold the same in a separate Trust, which shall be kep! 
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and administered separate and apart from the said “Marital 
Trust.” Said TRUSTEE shall hold, manage and control said 
property, and shall collect all rents, income, issues and profits 


CLASS 17: 


Because of the favor which the law shows to testa- 
tors, general language not suitable in a deed may be 
used in a will. For example, the description does not 
need to be by metes and bounds. Also it is not neces- 
sary to add words of inheritance in order to grant a 
fee simple title. However, as a practical matter, the 
nature of the estate granted should be clearly indicated 
and not left to construction. 

If property is or may be encumbered, the will should 
make clear whether the estate is to exonerate the 
property by payment of the encumbrance. It will be 
observed that some of the devises of residences are 
conditioned upon the ownership of the identical resi- 
dence owned at the time the will is drawn and others 
apply to any residence. 

With reference to gifts to a group with survivorship, 


Real estate by metes and bounds 17.1 


I give and devise my real property, located in the Town of 

, County of - ined , State of 

, more particularly described as follows, 

to wit: (Here insert metes and bounds description) together 

with all improvements thereon and all household goods of 

whatever kind or description located thereon, to my brother, 
A, in fee simple absolutely. 


Option to take real estate or money 17.2 


If my sister, A, survives me, she shall have the option, if 


thereof. Said TRUSTEE shall have such other powers and 
duties as are set forth in Clauses ________ ee of this 
Will, which shall apply as fully as if copied here. 


DEVISES OF REAL ESTATE—NOT IN TRUST 


in actual practice these gifts are made principally by 
means of trusts. However, if gifts are made outright, 
perhaps a word of warning is in order. Let us suppose 
that a gift is made to A, B, C and D with a provision 
that if any of them shall die, his portion shall go in 
fee simple to his issue, but that if any of them shall die 
without issue, his portion shall go to the survivors. 
Then let us suppose that after A, B, and C have died 
either with or without leaving issue, D dies without 
issue. The question will then arise as to whether the 
reference to the survivor should be construed as mean- 
ing the same thing as to the “longest liver” or whether 
there is a partial intestacy. See Annotation, 166 ALR 
1277, “Gift over to surviving members of a group of 
share of deceased member as creating absolute interest 
in the last survivor.” 


she so desires, to take over in fee simple absolutely at the 
valuation of - ia _ THOUSAND DOLLARS my lot and 
the house thereon located on - eid _ Street in the 
oy a if she does this she shall there- 
upon be chargeable with said sum of _ ‘a _ THOU- 
SAND DOLLARS as having been received by her on account 
of her share given to her by the. residuary clause of this Will 
and no more, but she shall not be required to take said 
property as above stated if she does not wish to do so. 


General Language 17.3 


I give and devise ____---.--. ace Farm situated in 
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The bank that thinks 
FIRST of YOU 


When you or your customers have 
business to transact in this area, 
remember that FIRST and 
MERCHANTS will appreciate the 
opportunity to provide — 


Personal Attention 
Efficient Handling 
Fast Follow-Through 


We have an exceptionally fine in- 
vestment department, experienced 
trust officers and complete bank- 
ing facilities. 

We invite you, your customers 
and friends to use these facilities. 


First» MERCHANTS 


NATIONAL BANK OF RICHMOND 


Member Federal Deposit Insurance Corp. 
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Established 1744 


~~ 


The world’s oldest and today 
most widely experienced 
AUCTION HOUSE 


for pictures, works of art, silver, 


furniture, porcelain, books 
and manuscripts. 


~~ 


Season’s turnover 
1955/6: $6,340,500, of which 
10% were U. S. consignments 

which can now be 

PAID IN DOLLARS. 


~~ 


Full particulars of 
low commission terms, 
(10%-15%) 
and specimen catalogues, 
on application to 
34 New Bond Street, London 


New York, 61 Broadway 
(Bowling Green 9-0765) 











“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 


WILMINGTON 
Trust Company 


Wilmington, Delawere 


Capital Funds... . $ 26,783,111 
Total Assets . $287,281,371 
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Se oe Comnty, Stete.of |... , being about 
pa 1 Poe acres, to my wife, A, in fee simple absolutely. 


Any property used as residence at death subject to 
encumbrance 17.4 


I give and devise unto my wife, A, if she shall survive me, 
the piece of improved real estate which at the time of my 
death is used by me as my residence, but if she shall not 
survive me, this devise shall be void and said property shall 
go instead as a part of the residue of my estate. If said prop- 
erty shall at the time of my death be subject to any mortgage 
or deed of trust, then this devise shall be subject thereto. 


Any residence, with grounds to be selected 17.5 


I give, devise and bequeath to my wife, A, if she survives 
me, otherwise to my son, B, any residence owned and used 
by me at my decease, together with all personal belongings 
therein contained and used in connection therewith, and 
together with the ground appurtenant thereto or suitable to 
be used and enjoyed in conjunction therewith not to exceed 
twenty-five acres, and should the grounds exceed that 
amount, then the twenty-five acres to be so included may be 
selected and set off by the beneficiary under this clause. 


To use where residence is now jointly owned 17.6 


If I am the sole owner at the time of my death of a resi- 
dence in which I have lived at any time during my lifetime, 
I give and devise such residence and the land upon which 
it is situated to my wife, A, if she survives me. 


Limited to present residence, contingent on survival 


17.7 


I give and devise to my wife, A, the real estate, together 
with all improvements thereon, now occupied by us as our 
family residence and known as —-------- , provided 
that she survives me, but if she does not survive me, said 
property shall go instead as a part of the rest, residue and 
remainder of my estate. 


Contents merged with gift of other personalty 17.8 


Provided that my wife, A, survives me, I give, devise and 
bequeath to her the following property, to wit: 

(a) The parcel of real estate now occupied by me as a 
residence, located at _. together with the 
dwelling house and all other improvements situated thereon 
together with all appurtenances thereto beginning, and 
known as No. 2233 Blank Street. 

(b) Also all of the furniture, equipment and furnishings 
of the dwelling house which shall constitute my residence 
at the time of my death, together with all of my books, jew- 











Roy B. Huff, vice president and trust officer of National Bank 
of Tulsa, (right) presents first copies of his new two-volume 
treatise on “Oklahoma Probate Practice” to University of 
Tulsa School of Law where he has taught since its inception. 
Administrative Dean Allen A. King and Librarian Mrs. E. H. 

Clark look on. 
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elry, clothing, pictures, trophies, guns, musical instruments, 
radios, cameras, automobiles, or other articles of personal 
use, pleasure or consumption whether or not of a similar 
nature to those items just described (not, however, including 
money or securities) . 


Country place and appurtenances 17.9 


I give, devise and bequeath unto A and his heirs forever, 
my comes perce , together with all 
buildings and improvements thereon and all appurtenances 
and all the furniture, both useful and ornamental, pictures, 
bric-a-brac, farming and garden tools and equipment, live- 
stock, wagons, automobiles, harnesses and articles of barn 
and garage equipment, and any other chattels which at the 
time of my death shall be in or upon my said country place 
or ordinarily used in connection therewith, excepting only 
such of the articles above enumerated as are in and by some 
other clause of this will otherwise disposed of. 





Disclaimer of ownership of real estate 


17.10 


Both my present residence and my present summer home 
are now and have always been the property of my wife and 
the foregoing provisions relating to any residence and sum- 
mer home hereafter owned by me are simply made to cover 
such contingencies, should the same arise. 


Subject to encumbrances and possible ademption 
17.11 


I give and devise to A the following described parcel of 
real estate, together with all improvements thereon, situate 
PII esnictsosccecnssitassecaintnans ~ | Seeeeeeeeeeeee eu 
to wit: (Here insert description.) I likewise give and be- 
queath all furniture, furnishings and equipment contained 
in or connected with all improvements on said parcel of 
real estate, to said A. 

If, prior to my death, I shall have conveyed or caused to 
be conveyed, the said parcel of real estate and furnishings 
to said A, then this clause shall be of no effect. 

Said parcel of real estate and furnishings to be given to 
said A shall be given to him subject to the encumbrances, if 
any, thereon at the time of my death, and under no circum- 
stances shall my estate be liable after my death for any debts 
or obligations secured by the said parcel of real estate and 
furnishings above devised and bequeathed. 


Devise to tenants in common 17.12 
I give and devise the parcel of real estate located in the 
CN A ieee emcnsenee and State of ___ aetidisceeccg 


particularly described as follows, to wit: 

(Here insert description ) 
together with all of the improvements thereon and all appur- 
tenances thereunto belonging, to my sons, A and B, as ten- 
ants in common, provided that they survive me; but if one 
of them shall fail to survive me, then I give all of said 
property to the survivor; and if both of them shall fail to 
survive me, then said property shall go instead as a part of 
the residue of my estate. 


Adjustment for real estate going to one son 17.13 


Provided that there shall first be deducted from the share 
of my said son, A, (or from the share of the son of mine 
who shall be entitled to said “Prospect Farm” under Clause 
eakiisiewalidtd in case said A be deceased) the sum of TEN THOU- 
SAND DOLLARS ($10,000.00) , which provision is here made in 
order to equalize the shares of my sons who do not receive 
said real estate. 

(To be continued in the next issue) 
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But WHAT ABOUT His family? 


This man carries heavy and 
time-consuming responsibilities 
as chief executive of his com- 
pany. 

Fortunately—for his company 
and himself—he has an organi- 
zation of people with many spe- 
cialized skills, who work as a 
unit under his direction. The 
result is a profitable company— 
and a reasonable distribution of 
cares and responsibilities. 


If you have not arranged qualified management 
for your investment and estate affairs, we believe 
that our approach to your problems will interest you. 


United St 


4.5 Wall Street, agents LY 





As head of his family, he has equally impor- 
tant duties in shaping their present and 
future financial security. 

But he has not yet delegated these 
responsibilities. 

Fortunately (if he makes use of it) the 
United States Trust Company is waiting to 
work under his direction in this field. Its 
officers and staff have been as carefully 
chosen and trained as the men in his own 
corporation, for experience, ability, knowl- 
edge and integrity. 





ates Orust Company 
of Nem York 


ling Address and Telephone number 94600 
in 


HAnover 
wYork 5,N-™ are AT 
New York. N.Y. 
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37 Broad Street 








Furthering Corporate Business 








Authenticatin g Proxies 


ELLIOT G. KELLEY 


Assistant Vice President, Old Colony Trust Company, Boston, Mass. 


AN ESTIMATED 8,000,000 SHAREHOLD- 
ers in the United States receive 
proxies, sign and return them as direct- 
ed without learning anything new. And 
none of them knows whether the proxies 
have been accepted or rejected and, if 
the latter, the reason therefor. 


Stock ownership is broadening both 
geographically and numerically. Even 
with the advent of institutional buying, 
the trend is toward smaller individual 
holdings. Unless larger percentages of 
holders mail back acceptable proxies, it 
will not be possible to obtain sufficient 
voting power to launch new financing 
programs and other corporate activities 
which require more than a majority 
vote. 


Additional problems arise from the 
activity of groups seeking control or 
ownership of a company with resulting 
“contests” between factions. Numerous 
solicitations are made and each side will 
challenge all possible of the opponent’s 
proxies. Many such challenges are un- 
reasonable and cause much waste of 
time but until there is a reliable, central 
point of reference and agreed upon 
rules, the present practice will continue. 


The use of proxies requires trained 
staffs to do the work of examination of 
executed proxies and their tabulation. 
Aid may also be needed at the time 
and place of the meeting to check prox- 
ies presented there and to record at- 
tendance and the votes of those present. 


Companies seeking technical aid will 
find a happy combination when they 
join forces of their legal staffs with the 
experience and “know how” of the 
trained personnel of their transfer 
agents. The latter will also have the stock 
books and the equipment needed. Some 
companies seek aid from banks or trust 
companies even though the relationship 
of principal and agent did not previous- 
ly exist in order to gain the advantage 
of experience and equipment. 

This article, requested by the editors, is based 


upon the author’s thesis accepted this year for the 
A.B.A. Graduate School of Banking at Rutgers. 
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Some Assumptions 


To determine whether a quorum is 
present, each proxy must be examined 
to see whether it has been correctly ex- 
ecuted. Difficulties do not generally arise 
from individual signatures but they 
often show a variance from the name 
appearing on the stockholder list and it 
is then questionable whether the list 
and signed names represent one and the 
same person. Many signed in fiduciary 
and representative capacities present 
special problems. 


How then is validity determined? It 
becomes necessary to apply rules of law 
and of common sense tempered by ex- 
perience with and knowledge of personal 
and business relationships. These are 
broad terms which call for illustration. 
First, it must be understood that there 
are strong presumptions of regularity 
with respect to meetings and proceed- 
ings thereat. They must, however, be 
held in an expeditious manner, for de- 
lay in concluding a meeting may dis- 
rupt corporate action and possibly de- 
fer important plans and decisions. 


There is also the presumption of reg- 
ularity in the execution of proxies. They 
should be accepted if they have the 
appearance of prima facie authenticity, 
in the absence of a timely and valid 
challenge especially, and are signed as 
the name appears on the records. As 
one judge stated after he had examined 
the proxy of a corporate stockholder: 


“T can see no reason for requiring 
the execution of a proxy in such case 
to be attended with all the formalities 
required for the execution of solemn 
corporate acts.” 


It is reasonable to conclude that a 
proxy bearing a stenciled impression of 
an account and mailed to the person 
named thereon using the address of 
record will be delivered to and signed 
by the addressee or his representative 
or successor in office. It should also be 


1Gow v. Cons. Coppermines Corp., 19 Del. Ch. 
172, 165 Atl. 136 (1933). 


assumed that one person signing for a 
group, such as in a joint tenancy or 
trustee ownership, has the approval and 
concurrence of the others in the absence 
of definite and dependable evidence to 
the contrary. 

It is also a reasonable conclusion that 
proxies should be liberally construed in 
order to confer the intended power.” 


The Inspectors 
A court, in reviewing proceedings at 
an election, must be satisfied that the 
inspectors had reasonable grounds for 
rejection® before overruling their deci- 
sion. 


The reference to inspectors relates to 
inspectors of election as they are known 
in New York and so identified by the 
statutes of that State. A similar designa- 
tion may be used elsewhere or they may 
be called judges of election. Generally 
there are three appointed to examine 
proxies, report whether a quorum is 
present and certify to the total of shares 
validly represented by proxies. A few 
observations here may suffice to provide 
partial acquaintance with their duties 
and a guide for further inquiry and 
research. 


Essentially, inspectors of election are 
ministerial officers. However, they do 
make decisions which carry with them 
judicial connotations. They are judicial 
to the extent their decisions are valid 
until set aside by a competent tribunal. 
They determine judicially whether votes 
are receivable and as ministerial officers 
they receive or reject. If a summary in- 
vestigation and determination may be 
made without undue delay to the elec- 
tion the inspectors should take steps to 
settle questions honestly and in a rea- 
sonable manner. The alternatives would 
be either a new election or an expensive 
and inconvenient court review. 


°Smith v. San Francisco & N. P. Ry. Co., 115 
Cal. 584, 47 Pac. 582 (1897); 2 Thompsen, Corpo- 
rations, 3d Ed., s. 972 (1927); Axe, Corporate 
Proxies, 41 Mich. L. Rev. 38 (1942). 


3In re St. Lawrence Steamboat Co., 44 N.J.L. 
529 (1882). 
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Ground Rules 


Rules and procedures relating to ex- 
ecution of proxies should be decided 
upon before each meeting and_stock- 
holders informed of them for their 
guidance. It is my conclusion that, lack- 
ing extraordinary circumstances, the fol- 
lowing rules may be properly followed. 
It must be kept in mind that the trend 
in court decisions has been toward up- 
holding the rulings of inspectors of 
election. 


Attorney or Agent. Accept without 
proof of authority if signed in the name 
of the principal followed by the signa- 
ture of the agent and his title. If indi- 
cation of representative capacity is lack- 
ing but the address for the account is 
in care of the agent, the proxy should 
be accepted. 


Brokers and Nominees. If signed in 
the firm name as it appears on the stock 
records it should be accepted. It should 
also be accepted when signed in the 
corporate or partnership name by a 
person describing himself as an officer 
or partner. 


Corporations. Proxies manually sign- 
ed with the corporate name of the regis- 
tered owner are valid but it is better 
practice to append the signature of an 
officer and his title. It is usual to have 
the president, a vice-president, the sec- 
retary, treasurer, assistant secretary or 
assistant treasurer sign. The proxy of a 
bank or trust company may also be 
signed by a trust officer, an assistant 
trust officer, cashier or assistant cashier. 


Escrow. Accept proxy of registered 
holder. He has retained title and is en- 
titled to notice of proceedings and to 
Vote. 


Executors, Administrators and Dece- 
dents. Accept if signed by one or all 
such fiduciaries whether in the name of 
the decedent or of the fiduciaries as 
such without evidence of appointment. 
When there is knowledge of disagree- 
ment between the fiduciaries, the proxy 
must be rejected. The presence of one 
at-the meeting and voting will revoke 
the proxy of the other. Those states 
which by law recognize the signature of 
one executor or administrator on an 
endorsement of stock in the names of 
all as such, should allow a similar exe- 
cution of proxies. 


There are reservations with respect to 
powers of special administrators. Their 
function being essentially one of con- 
‘ervation, it seems that they may vote 
only for the purpose of keeping estate 
assets out of jeopardy unless further 
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power is derived by statute or a court 
order. 


Some proxies may be signed by per- 
sons describing themselves as heirs or 
or next of kin or in the form “_ = 
estate” or “Estate of —___. or in 
a similar manner. This is not a ques- 
tion of agency but a representation of 
rights by people who have the power 
to petition for probate but have not done 
so either because of insufficient time or 
because the value of the estate makes 
the cost of probate prohibitive. Either 
more states should pass legislation to 
aid the settlement of small estates or 
heirs and legatees should take advantage 
of methods made available by transfer 
agents to obtain new stock certificates in 
their own names. These proxies should 
be accepted if signed by heirs or next of 
kin or principal legatee as such but re- 
jected if signed “estate of _________” or 
in a similar manner. 


Individuals. The proxy of an individ- 
ual signed with his initials or other 


abbreviation such as “Chas.” should be 
accepted provided the name corresponds 
in a reasonable way with that on the 
stock books. 


Married Women. Most states having 
repudiated the common law disabilities, 
married women can in those jurisdic- 
tions vote their stock. A variation of 
name on account of marriage should not 
void the proxy but no question will arise 
if the signing takes the form, “Mrs. 
Mary Smith formerly Mary Jones.” 

Minors. There is generally no legal 
obstacle to minors taking part in meet- 
ings, consulting, advising or even voting. 
The only objection is inexperience and 
immaturity in their judgment. But such 
objections are not necessarily confined 
to persons under the age of 21 years. 
Taking as a guide the New York law,' 
the purported signature of a minor 
should be accepted unless it is proved, 
by means of timely challenge, that’ he 
is under 18 years of age. 


4N. Y. Debtor & Creditor Law s. 260. 
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This announcement is neither an offer to sell nor a solicitation of an offer to 
buy any of these Shares. The offer is made only by the Prospectus. 


4,379,758 Shares 
Socony Mobil Oil Company, Inc. 


Capital Stock 


($15 Par Value) 


Rights, evidenced by subscription warrants, to subscribe for these 

shares have been issued by the Company to the holders of its Capital 

Stock, which rights will expire at 3:30 P.M. Eastern Standard Time on 
February 19, 1957. 


Subscription Price $452 a Share 


The several underwriters may offer shares of Capital Stock at prices not 

less than the Subscription Price set forth above (less, in the case of 

sales to dealers, the concession allowed to dealers) and not more than 

either the last sale or current offering price on the New York Stock 

Exchange, whichever is greater, plus an amount equal to the applicable 
New York Stock Exchange commission. 


Copies of the Prospectus may be obtained from only such of the 
undersigned as may legally offer these Shares in compliance 
with the securities laws of the respective States. 


MORGAN STANLEY & CO. 
DILLON, READ & CO.INC. THE FIRST BOSTON CORPORATION KUHN, LOEB & CO. 
EASTMAN DILLON, UNION SECURITIES & CO. 
GOLDMAN, SACHS & CO. 
LAZARD FRERES & CO. 
MERRILL LYNCH, PIERCE, FENNER & BEANE 
STONE & WEBSTER SECURITIES CORPORATION 
DREXEL & CO. 


HARRIMAN RIPLEY & CO. 
Incorporated 
LEHMAN BROTHERS 
SMITH, BARNEY & CO. 
WHITE, WELD & CO. 
HORNBLOWER & WEEKS 
PAINE, WEBBER, JACKSON & CURTIS 


WERTHEIM & CO. 
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It is also reasonable to accept a 
proxy signed in the name of a minor 
by a person as father, mother, or nat- 
ural guardian on the grounds that a 
parent has sufficient authority as such. 
Some state statutes give parents cer- 
tain rights of administration over prop- 
erty owned by their minor children. 


Guardians. Accept signatures of 
guardians and conservators, signing as 
such, without evidence of appointment. 


Oral Proxies. Proxies signed on oral 
authority are legal but rare, the dif_i- 
culty being in the showing of proof. 
But the signer may already have demon- 
strated an apparent authority to act. 
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Partnership. Accept these proxies 
whether signed in the partnership name 
only or in the firm name “by —_- ; 
partner” or if signed only with the name 
of a partner if the firm name is printed 
or stenciled thereon. Disagreement be- 
tween the partenrs will void the proxy 
if such fact is duly proved. A surviving 
partner is the proper person to sign un- 
til the affairs of the firm are finally 
settled. 


Pledged Stock. Accept proxy signed 
by registered stockholder. 


Receivers and Trustees in Bankruptcy. 
The proxy should be signed by the 
person who has his name registered on 
the stock books whether it be the bank- 
rupt, receiver or the trustee unless a 
decree of the court directs otherwise. A 
company cannot prevent a registered 
holder from voting and notice of the 
bankruptcy does not change the rule. 


Co-Tenancies. All tenants in common 
must sign so that their separate inter- 
ests may be represented. Consistently, 
the estate of such a deceased tenant 
should be covered by the signature of 
his personal representative. Many cor- 
porations accept one signature for 
“routine” meetings. The signature of 
one joint tenant should be accepted as 
should the signature of one tenant in an 
ownership by the entirety. 


Trade Name. Accept the proxy 
whether signed with the trade name 
only, or in that name by an individual 
without designation or as sole proprie- 
tor, sole owner or otherwise. 

Transferees. Accept the proxy signed 
by the registered holder or his legal 
representative unless a court directs 
otherwise or he has been disfranchised 
by statute. 

Trustees. Accept if signed by sole 
trustee or one of two or more, or when 
one signs all names (unless there ap- 


825 shareholders attending the annual stockholders meeting of Central National Bank 


pears to be disagreement between them 
or a co-trustee objects), or by succeed- 
ing or surviving trustees, unless there is 
a complete giving up of discretionary 
powers. 

*% % * 

Intelligent and effective representa- 
tives by stockholders in the “business of 
the corporation” is a growing must. All 
elements, including management, indi- 
vidual and _ institutional stockholders, 
brokers, lawyers, fiduciaries and others, 
need to conduct continuous studies of 
the field and the functions of each with 
an opportunity for an interchange of 
ideas, the development of methods and 
the furnishings of pertinent and help- 
ful information to stockholders. 


A A A 


TV Highlights Bank 
Stockholder Meeting 


More than 300 shareholders of Bank- 
ers Trust Co., New York, packed the 
employee’s lounge at the main office on 
January 23 and watched the first closed 
circuit television tour of the operating 
divisions ever attempted by a major fi- 
nancial organization. Held in connec- 
tion with the annual meeting of stock- 
holders, the event featured a broadcast 
team composed of S. Sloan Colt, chair- 
man of the board, and “Red” Barber, 
baseball broadcaster and moderator of 
the bank’s baseball telecasts. 


“Red” interviewed officers of the Com- 
pany on four different floors, including 
Anton W. Koester, assistant secretary 
in charge of the trust bookkeeping di- 
vision. Views of the latest tabulating 
equipment were shown. 


Mr. Colt remarked that the installa- 
tion of cables, involving more than a 
mile of lines, had been made permanent, 
for possible “future use of TV in con- 
nection with our automation program.” 





of Cleveland listen to address by A. C. Knight, head of the trust department, in which 
he described the personal estate planning service, the combined fund for retirement trusts 


and growth of other trust activities . 


. . Stockholders of Berks County Trust Co. of Reading 


(Pa.) were shown charts illustrating growth of trust activities to $60 million assets an 


payments to beneficiaries of several millions in the last few years. 
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Grandfather Trusts 


TAX ADVANTAGES CLARIFIED UNDER 1954 CODE 


CARL A. STUTSMAN, Jr. 


Member of the California State Bar, Los Angeles 


O NE SOLUTION TO THE PROBLEM OF 
recurrent death taxes has been the 
use of so-called “grandfather trusts.” 
In essence, a grandfather trust is one 
created by a grandparent for the benefit 
of his children and grandchildren, with 
the father as trustee, or one of the co- 
trustees, in the ordinary case. It may be 
either inter vivos or testamentary in 
origin. It is usually desirable in trusts 
of this type that the parent of the bene- 
ficiaries, generally the father, be given 
broad discretionary powers over whether 
the trust income will be accumulated or 
distributed to the beneficiaries, as he 
ordinarily is best able to determine what 
are the reasonable needs and best inter- 
ests of his children. 


Grandfather trusts are attractive tax- 
wise since the father may get the indi- 
rect benefit of the advantages accruing 
to his children without personally in- 
curring any tax liability. One generation 
of death taxes is avoided. In certain 
cases two generations may be skipped, 
depending upon the applicable rule 
against perpetuities, if the duration is 
measured by the lives of the grandchil- 
dren. 


Protection for the intervening gen- 
eration can be provided by permitting 
use of the incomé or corpus for the 
benefit of the parents in case of need if 
the power is limited by an-ascertainable 
standard respecting health or support 
so that it will come within the exception 
to a taxable general power of appoint- 
ment prescribed in Section 2042(b) (1) 
(A) of the Code. 


Typical Cases 


Three cases come to mind in planning 


_ such a trust for the grandparent. Does 


the son need the income for himself? If 
so, he can of course be made the in- 


| Come beneficiary for life, either of the 
| €ntire income or of so much as may 
be necessary when other income is taken 
| into account to enable him to maintain 
| 4standard of living comparable to that 
| enjoyed when the trust is created, the 


balance, if any, being accumulated. In 


Fepruary 1957 


the latter case the son should probably 
not be named the sole trustee. An issue 
could be raised otherwise as to whether 
the sole trustee-beneficiary was in con- 
structive receipt, as a second-tier distri- 
butee, of trust income which he did not 
choose to take. 


If the son has independent means of 
support, the trust income could be re- 
served for the benefit of the grandchil- 
dren with only an emergency power of 
invasion for the childrens’ protection, 
limited as indicated above so as not to 
be the equivalent of a taxable power of 
appointment. 


The basic problem in drafting these 
trusts under the old as well as the new 
law is to give the father-trustee suffici- 
ent powers to make the trust properly 
flexible without such powers inadver- 
tently saddling a tax liability upon him. 
The principal advantage of the new 
law, as in other fields of trust taxation, 
is that it now can be ascertained with 
some greater degree of certainty what 
powers may be given and what powers 
may not. 


Pre-1954 Law 


Under the old law, the taxability of 
a person other than the grantor of a 
trust was developed as an offshoot of 
the substantial ownership concept applic- 
able to the grantor. It was commonly 
known as the Mallinckrodt rule, after 
a case of that name,’ and was set forth 
in the regulations in two places.” The 
regulations resulting from the Clifford 
case provided in part that if a person 
other than the grantor of the trust had 


1Mallinckrodt v. Nunan, 2 T.C. 1128, aff’d 146 F. 
2d 1, Cert. denied 324 U.S. 871. 


*Regulations 118, Sec. 39.22(a)-22 and Regula- 


tions 118 Section 39.162-1(f). But see Agnes K. 
May, 8 T.C. 860. 





This article is an up-dated version, 
reflecting the new Regulations, of 
a paper presented May 15, 1956, at 
the Annual Forum sponsored for 
attorneys, accountants and under- 
writers by Title Insurance and Trust 
Company of Los Angeles. 











a power, exercisable solely by himself, 
to vest the corpus or the income there- 
from in himself, the income therefrom 
should be included in computing the 
net income of such person. 


Taxability was predicated upon the 
right either to corpus or to income in 
the disjunctive. That the right to obtain 
corpus or income is the substantial 
equivalent of its ownership for income 
tax purposes would now be questioned 
only by the very unsophisticated in the 
tax law. Predicating taxability upon 
merely the constructive right to obtain 
the indirect benefit of trust income is on 
somewhat less clear grounds. 


Under the Clifford regulations taxa- 
bility was predicated upon the existence 
of rights of the trustee which were ex- 
ercisable solely by himself, whether in 
a fiduciary capacity or otherwise. In one 
case a son was held not taxable where 
his rights were limited by the existence 
of a co-trustee even though the co-trus- 
tee was considered to be amenable to the 
wishes of the father-trustee.* 


Ordinarily the grantor of a trust for 
the support of a person who is not de- 
pendent upon him would not for that 
reason alone be taxable for the income 
of the trust.* Thus the grandfather- 
grantor would not be taxable on the 
income of his trust merely because it 
was distributed for the benefit of his 
grandchildren who, of course, are not 
legally dependent upon him. This then 
poses the question of the tax status of 
the parent upon whom they are depend- 
ent. 


Comes the 1954 Code 


In covering this field in the 1954 
Code, Congress stated that its purpose 
was to adopt the position of the Regula- 
tions with certain clarifications and 
modifications.” The language of the 
Section taxing persons other than the 
grantor on the trust income is sub- 


3Plimpton v. Comm., 135 F. 2d 482. 
4Helvering v. Stuart, 317 U.S. 154. 


5Senate Committee Report, 1954 Code, pg. 86 and 
364. 
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stantially that of the Regulations issued 
in 1945. 


It is important to keep in mind that 
the taxability of persons other than the 
grantor of the trust is predicated upon 
the substantial ownership rule, applic- 
able to the grantor himself under Sec- 
tions 671 to 677. The sections should be 
read and considered together in analyz- 
ing the problem. Congress intended to 
make non-grantors taxable under cir- 
cumstances similar to those which 
would have made them taxable had 
they created the trust themselves. A 
rule of priority was adopted to avoid 
complete confusion, holding the non- 
grantor immune if the grantor himself 
retained sufficient powers over the trust 
to make himself taxable on its income. 


Subsection (a) of Section 678 pro- 
vides that a person other than the 
grantor is considered to be the substan- 
tial owner of the trust if he has a power 
exercisable solely by himself to vest the 
corpus or the income in himself. Note 
that this is expressed in the alternative. 
Such a power over either corpus or in- 
come will make the trust income taxable 
to him whether it is exercised or not. 
Even though such a prohibited power 
is released or modified, the non-grantor 
will remain taxable on the trust income 
if he still retains controls such as would 
make the grantor taxable on its income 
within the principles of Section 671 to 
677 dealing with the substantial owner- 
ship concept as applied to the grantor. 


Key Section for Drafting 


It is submitted that the key to the 
drafting problems lies in this subsec- 
tion of 678 and not Subsection (c) in 
the area of support of the non-grantor’s 
dependents. The saving clause of (c) is 
really an elaboration of the provisions 
of paragraph (a). The Code creates an 
anomaly by saying, in effect, that a (c) 
type of power is really not a power 


unless it is exercised. As a matter of 
trust drafting, Subsection (c) seems 
somewhat meaningless and undue atten- 
tion to it will only obscure the whole 
problem. 


It would appear that unless the trust 
instrument affirmatively gave the father, 
as trustee, a power to use the income to 
support his children, that he could not 
do so. It would be a misappropriation 
of the income otherwise since he would, 
in effect, be constructively distributing 
it to himself by using it to discharge his 
own obligation. It seems obvious there- 
fore that such a provision would be bad 
drafting except for a provision to per- 
mit emergency use of the trust income 
for this purpose, where support is un- 
available from other more logical 
sources. 


It should also be kept in mind that 
for all practical purposes it seems virtu- 
ally impossible now for a person’s de- 
pendents to be supported by extraneous 
sources without his becoming taxable 
on the income so used. If he transfers 
securities to a minor under the so-called 
Uniform Gifts of Securities to Minors 
Act® for this purpose, the Revenue Ser- 
vice goes back to the definition of gross 
income in Section 61 to tax him with 
the income.‘ Thus the spectre of the 
Clifford doctrine, laid to rest in the 
trust field by Section 671, has been 
resurrected by the Revenue Service. If 
income from a trust is used for this 
purpose, the parent would become a 
“second tier” distributee of the income 
under Section 662.8 


Wise planning therefore would seem 
to indicate that support of grandchil- 
dren should be kept out of these trusts 


6Adopted in California, Colorado, Connecticut, 
District of Columbia, Georgia, Michigan, New Jer- 
sey, New York, North Carolina, Ohio, Rhode Is- 
land, South Carolina, Virginia and Wisconsin. See 
California Civil Code 1154-1164. 

TRev. Rul. 56-484. IRB 1956-40, 8. 


5Regulations, Sec. 1.662 (a) -4. 
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except for the limited emergency situa. 
tions previously discussed. Without an 
express grant of power so to use the 
income, it would not exist as a matter 
of trust law. 


“Solely by Himself” 


The Code uses the words “solely by 
himself” in this subsection. Although 
this would seem to make the statutory 
intent thoroughly clear, as is often the 
case in tax law too much can be as. 
sumed from merely reading the statute 
itself. 


Section 1.678(c)-1 of the new Regu- 
lations implies that the possession of 
powers as a fiduciary would not result 
in the father-trustee being considered as 
holding such powers “solely by himself” 
for purposes of subsection (a), but the 
Regulations on subsection (a) are silent 
on the point. It is submitted that powers 
held by a person in a fiduciary capacity 
are not as a matter of trust law held 
solely by himself since they can only be 
exercised for the beneficiaries’ best in- 
terests and are, of course, always sub- 
ject to the equity powers of the Courts. 


Although Section 678 was undoubt- 
edly intended to be integrated with the 
prior sections dealing with the grantor 
of the trust, the job appears to have 
been imperfectly done because the two 
basic concepts of taxability, control or 
use of income for the taxpayer’s bene- 
fit, have been combined in one section. 
As to grantors, the extent of the con- 
cepts is spelled out in separate sections, 


674, 675, 676 and 677. 


Exceptions Noted 


Section 678 purports to create three 
exceptions to the broad scope of subsec- 
tion (a). First, it is not to apply to a 
power over income if the grantor of the 
trust is otherwise treated as the sub- 
stantial owner thereof by virtue of Sec- 
tions 671 to 677. Second, it shall not 
apply to a power enabling a non-grantor, 
as trustee or co-trustee, merely to apply 
the income to the support of his de- 
pendents except to the extent it is s0 
applied. Third, it is not to apply to 4 
power which is renounced or disclaimed 
within a reasonable time after the holder 
of the power first became aware of its 
existence. 


The first exception to the broad scope 
of subsection (a) makes possible some- 
what of an anomalous situation. It 
states that the subsection shall not apply 
to a power “over income” if the grantor 


of the trust is treated as the owner |) 
thereof under the principles of Sections 
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671 to 677. No reference in this excep- 
tion is made to the power over corpus. 
Thus we might have the situation of 
the creator of the trust retaining suffici- 
ent powers over income to make him- 
self taxable under one of the prior sub- 
sections but giving the trustee sufficient 
powers over corpus to make him also 
taxable under Section 678(a). If such 
a case did arise the tax would probably 
only be payable by the person who cre- 
ated the trust. It seems clear that the 
trust income would not be taxable to 
more than one person, although such 
a case is one where the Revenue Service 
might well assert the tax against both 
to prevent being whipsawed by the 
Courts. 
Liberalization? 

Congress in adopting the qualification 
in subsection (c) of Section 678 stated 
that the exception was intended to be a 
liberalizing provision in the sense that 
the power in the capacity of trustee or 
cotrustee to use income for the support 
of dependents was not to be considered 
a power to vest income in himself ex- 
cept to the extent it was exercised. It 
was apparently assumed by the drafts- 
man that the power to use income for 
the support of a person’s dependents, 
even in his capacity as a trustee, was a 
power to vest the himself 
within the broad scope of subsection (a). 


income in 


(c) becomes a lib- 
eralizing rule if we assume, as Congress 


Thus subsection 


did. that the mere existence of the power 
to use the for this purpose 
would make a nongrantor taxable on 
the trust income under subsection (a) 
as a power to vest the income in himself. 
Such a construction is consistent with 
Section 677 applying to the grantor of 
the trust and dealing with taxability of 
trust income “distributed to the gi’an- 
tor.” This is the only concept set forth 
by that section which would require the 
exception regarding payments for the 
support of the grantor’s dependents con- 
tained in the Section. 


income 


Another thing to be noted in the “lib- 
eralizing provision” of subsection (c) is 
that it is limited to a power “merely to 
apply” income for the support of the 
trusiee’s dependent. If the trustee has 
suflicient powers to make him taxable 
und-r subsection (a), subsection (c) 
beco:nes moot. On the other hand, sub- 


section (c) appears to be inconsistent 
with (a) in the sense that the potential 
pow'r thereunder apparently can be 
held by the father merely as a co-trustee 
Wwhe::as the interdicted powers under 
subs ction (a) must be held solely by 
FEE vary 1957 


himself. Presumably if the power to 
distribute income for the support of the 
dependents was held jointly with a co- 
trustee, it would not be solely exercis- 
able by the father and thus should not 
produce taxability in any event, unless 
it could be established that the co- 
trustee was in effect a sham. 


The use of the expression “co-trustee” 
was possibly intended to cover cases 
where the family member had exclusive 
powers over the distribution or accumu- 
lation of income but shared general 
management powers with a corporate 
trustee. This procedure is not uncom- 
mon in the so-called “sprinkling” trusts 
where the father alone may withhold, 
distribute, accumulate, or apportion in- 
come among beneficiaries. The fact that 
he may be limited to his duties as a 
fiduciary is apparently considered irrele- 
vant for tax purposes. 


One of the obvious questions raised 
by Section 678 is its applicability to 
mandatory payments of trust income to 
the grandchildren. The entire section re- 
fers to powers exercisable solely by the 
non-grantor. The use of the word power 
implied an option to use or not to use 
the income and to control the trust dis- 
tributions. 1.678(c)-1 of the 
Regulations attempts to answer the ques- 
tion obliquely by referring to Section 
1.662(a)-4 which in effect would tax 
the parent in these cases as a “second 
tier” distributee of the trust if the pay- 
ments are properly used for their sup- 
port. In any other case, mere distribu- 
tion of the income to the grandchildren 
should not result in the father’s being 
taxed except as he had some power, in 
a non-fiduciary capacity, which would 
come within subsection (a). 


Section 


Disclaiming Power 


In subsection (d) of Section 678 re- 
specting the method of divesting a 
trustee of taxable powers if he wishes 
to avoid the tax, two problems are in- 


“I don’t see how that misspelled word crept 
in there—it wasn’t that way on the carbon!” 





volved. First, the father must divest 
himself of these powers by way of a 
renunciation or a disclaimer. This is 
important for two reasons: first, be- 
cause it would comply with the langu- 
age of the subsection, and second, be- 
cause if the power is in a trust created 
after October 21, 1942, a release of the 
power would be an exercise of it for the 
purposes of imposing a gift tax. Sec- 
tion 2514(b) of the Code provides that 
a disclaimer or renunciation of a power 
shall not be deemed to be a taxable 
release of jt. Similar language appears 
in Section 2041(a)(2) as to a renun- 
ciation or disclaimer not being a tax- 
able release of a power of appointment 
for estate tax purposes. 


The question then arises, how does 
one effect such a renunciation or dis- 
claimer? California (like many other 
states) adopted Civil Code Section 1060 
in 1945 for the purpose of enabling 
persons to divest themselves of powers 
of appointment which created estate 
taxability when the Federal laws ex- 
panded the treatment of such powers. 
The section expressly refers to a “re- 
lease of power.” Any instrument, wheth- 
er designed to operate under Section 
1060 or otherwise, should be carefully 
drawn to make it quite clear that the 
trustee is renouncing and disclaiming, 
not releasing. The distinction in sub- 
stance between these three acts is some- 
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what unclear, but the fact is that langu- 
age may be either helpful or harmful. 


The renunciation of an interdicted 
power must follow within a reasonable 
time after the father becomes “aware 
of its existence.” Suppose the trust was 
created prior to the 1954 Revenue Act. 
The trustee-father presumably was aware 
of the power but unaware of its sting. 
No help is offered by the Regulations 
on this point. It is suggested that any 
renunciation or disclaimer might be 
based upon a legal opinion as to the 
tax result of the power so it can at 
least be argued that the trustee recently 
became aware of the result of holding 
such a power since that seems to be the 
basic intent of Congress providing such 
an escape hatch. Otherwise an obvious 
discrimination would be fostered by the 
law. 


Estate and Gift Tax Elements 


What are the estate and gift tax as- 
pects of grandfather trusts? First, as 
to the grandfather-grantor. Assuming 
the trust to be irrevocable it of course 
involves a gift on which gift taxes must 
be paid. The rules applicable to all 
trusts would apply. If the grantor de- 
sires to qualify such a trust for the 
annual exclusion, he must take into ac- 
count the provisions of Section 2503 if 
the grandchildren who are beneficiaries 
are minors. 

With respect to estate taxes, the prob- 
lem depends upon whether the grantor 
retained sufficient powers over the trust 
to make it taxable to him under Sec- 
tions 671 to 677. Assuming that he did, 





it seems likely that such powers would 
constitute a “general power of appoint- 
ment” within the meaning of Section 
2041(b). They would seem to be the 
equivalent of a power exercisable in 
favor of the grantor himself under 
Section 2041. 

If the trustee-father should run afoul 
of the income tax by application of 
Section 678, two gift and one estate tax 
problems would be involved. First, if 
he desires to divest himself of the power 
he must be sure that he does so by a 
renunciation or disclaimer in order 
to comply with the gift tax exemption 
contained in Section 2514. Second, if 
the father as trustee should be taxable 
on the income of the trust as the result 
of the application of Section 678, has 
he made taxable gifts when the income 
is distributed to his children? To the 
extent be is deemed to be discharging 
his obligation of support it is clear of 
course that he is not, but what about 
any excess income? The extent of the 
support obligation of a particular tax- 
payer is always a question of fact and 
no external standards can be established 
which would apply in all cases. 

The answer at present is that the in- 
come and gift tax laws were not and 
still are not this closely integrated. It 
has been held in the case of a trust 
which was invalid for income tax pur- 
poses that the trustor had not made tax- 
able gifts as a result of the trust in- 
come being distributed to his children, 
even though it remained taxable to him.® 


Comm. v. Hogle, 165 F. 2d 352; A. H. Blass, 11 
TCM 622. 
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A non-grantor should have at least as 
much protection. 


If the non-grantor has sufficient 
power for the trust income to be taxable 
to him, it is likely that this same power 
would also constitute a general power 
of appointment exercisable in favor of 
himself under Section 2041(b). This 
would sweep the trust into his gross 
estate at death. It would also appear, 
however, that the power held only as a 
trustee would not fall in this category 
since it would not then be exercisable in 
favor of himself. 


Observations and Suggestions 


A few general conclusions can be 
drawn at this point from the new law. 
All such trusts created prior to the 
1954 Act should be reviewed to deter- 
mine whether or not the powers of the 
father, even if only as a trustee, are 
such as might make him taxable on the 
trust income. If he is in danger of be- 
ing so taxable he might first consider 
resigning his position as trustee in 
favor of an independent trustee. 


As an alternative, a 
renunciation of any powers pursuant to 
the provisions of Section 678(d) of the 
Code should be drawn up and delivered 
to the trustor and any beneficiary, hav- 
ing first made sure what powers must 
be surrendered to avoid the general 
application of Sections 671 to 677 to 
the son. Perhaps all income of the trust 
might either be accumulated or paid 
out only for purposes expressly other 
than the support of the beneficiaries if 
they are dependent upon the trustee- 
father. This would avoid the problem of 
attempting to determine how much of 
the payment was support according to 
the parents’ duty under state law and 
how much was something else. 


disclaimer or 


It should not be inferred from this 
discussion that this type of trust is less 
desirable than it was before the 1954 
Code. The contrary is more nearly true. 
in that the position of the father as a 
trustee seems to be clearer than under 
the old law, even though the Revenue 
Service does not seem to say, as the 
writer feels it should, that powers of a 
trustee are not held solely by himself 
within the intent of the Section. 


To summarize: 


1. Section 678 appears to have adopt 
ed a concept of ownership for purposes 
of taxing non-grantors that was intend- 
ed to be basically the same as that ap- 
plied to determining whether the grantor 
should be taxed on trust income. 
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{ For the fifth year First National Bank of 
/Memphis played host to members of the 





r 


es 


class in money and banking from South- 


' western College. Three young bank officers 
‘led the students on a tour of the major 


operating departments. Talks included one 
on trusts by Troy Beatty, Jr., senior vice 
president and trust officer. 





2. The father, whether as trustee or 
otherwise, should be able to wield the 
same powers that the grantor himself 
might retain, e.g., the power to allocate 
trust income among beneficiaries meas- 
ured by a reasonably definite external 
standard. 


3. Such trusts should not specifically 
provide that the income can be used for 
support of the grantor’s grandchildren 
except as an emergency provision. Ab- 
sent such an express provision, use of 
the income for this purpose would seem 
improper as a matter of trust law un- 
less for some reason the father is not 
obligated to support. 


4. No sound tax reason appears why 
the father should not be appointed a 
trustee of such trusts in the ordinary sit- 
uation as long as the same care is used 
as would be used to prevent the grantor 
himself from being taxed on the trust 
income. 


). The more adventurous draftsman 
may conclude that Section 678 is en- 
lirely inapplicable to the father so long 
as he is acting as a trustee. Section 671 
seems to eliminate the Clifford problem 
so long as a trust is created, not only 


#8 to the grantor but also as to the 


Non-grantor, 
A A A 


TRUSTMAN NAMED TO FACULTY 
| Herbert S. Croft, vice president and 
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TATES 


‘tust officer of The First National Bank 
pf Jersey City, has been appointed to 


he facv'lty of the School for Bank Audi- 
‘rs and Comptrollers at the University 
Mf Wisconsin, sponsored by the National 
ASsocia‘ion of Bank Auditors and comp- 
rollers. During the session to be held 
tom July 28 to August 10, Mr. Croft 
ill teach Trust Department Accounting. 
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“Operation Wheel” Invades 
Trust Department 


Fifteen students and their faculty ad- 
visor visited the trust department of 
Northwestern National Bank of Minne- 
apolis recently, as part of a project 
known as “Operation Wheel” which 
brought 533 Jamestown College students 
and faculty members to visit 36 business 
firms in Minneapolis. They came by 
special train, getting their meals on 
board, and holding briefing sessions on 
the way in and critiques going home on 
the seven hour trip. In the city, business 
visits were made in groups of fifteen. 


At Northwestern National Bank stu- 
dents were given a brief history of the 
bank by Harry L. Tyson, assistant vice 
president, who had charge of the pro- 
gram there, and were taken on a tour of 
the various departments. After light re- 
freshments, a group of officers from 
various divisions conducted a panel dis- 
cussion of their several phases of the 
bank’s operation. As a part of this ses- 
sion, James Harris, in charge of the 
investment division of the trust depart- 
ment, explained what that department 
does, and told the students a little about 
each aspect of trust work. This was fol- 
lowed by almost an hour of questions 
by the students, some of whom later 
wrote in to say they had learned a great 
deal in a short time. The possibility of 
making the visit an annual affair is 
under discussion. 


This is the first time so large a col- 


lege group has made a coordinated visit 
to the businesses and industries of a 
great city. President Edwin H. Rian of 
Jamestown College attributed its suc- 
cess largely to the precision with which 
the whole project was planned and car- 
ried out. With the cooperation of the 
Minneapolis Chamber of Commerce, and 
under the general chairmanship of J. 
Cameron Thomson, chairman of the 
board of Northwest Bancorporation, the 
program was prearranged even to the 
exact time when each bus load would 
leave’the station for its business destina- 
tion. A 38-page booklet was printed and 
distributed to all on the train, contain- 
ing a general description of the project, 
exact schedules for meetings, meals and 
transportation, a brief story about each 
firm to be visited, and the names of 
those comprising each student-faculty 
group. A committee of professors spent 
many hours correlating student inter- 
ests and business fields of specialization. 
The entire project received wide cover- 


age in the press. 
The College feels that four desired 
values have been realized beyond ex- 


pectation: (a) A better understanding 
of the relation of a particular industry 
to a student’s field of study; (b) A 
greater student respect for our individ- 
ual enterprise system; (c) An oppor- 
tunity for students to discuss with top 
management problems relating to their 
fields of study; and (d) An opportunity 
for executives to observe the depth and 
potential. of the liberal arts student as 
management material. 
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New York State Trust 
Department Earnings Up 30% 


Trust department gross earnings for 
1955 in State banks and trust compan- 
ies of New York totaled $92,640,000 
compared with $71,025,000 in 1954, a 
rise of 30%. In terms of proportion of 
total current operating earnings, how- 
ever, there was little change—11% in 
1955 against 11144% in 1954. 


The recently issued report of Super- 
intendent of Banks George A. Mooney 
gives the following breakdown: Trust 
departments in New York City earned 
$87,500,000 or 12.62% of total current 
operating earnings in 1955 compared 
with $66,490,000 and 13.37% in 1954; 
Trust departments outside of New York 
City earned $5,140,000 and 3.47% in 
1955 against $4,535,000 and 3.38% in 
1954. 


Amendments to the Surrogate’s Court 
Act and Civil Practice Act, effective July 
1, 1956, increased commissions allowed 
fiduciaries in New York, chiefly for wills 
and trust agreements becoming effective 


after August 31, 1956. 


The 36 common trust funds in the 
State — 18 discretionary and 18 legal — 
as of October 31, 1956, had combined 
asset value of $430 million compared 
with $407 million a year earlier. In the 
discretionary group the proportion of 
stocks was 60% of the total compared 
to 59% a year ago and 55% two years 
ago, 

A A A 


@ Rudolph J. Schrader, vice president 
and trust officer, Wells Fargo Bank, San 
Francisco, celebrated his 50th anniver- 
sary with the bank on January 24. The 
Bank was host at a gathering of about 
180 of Schrader’s associates at the bank 
with 25 years or more of service. 





COMMON TRUST FUNDS | 


AS PER CENT OF EACH TOTAL FUND 


AS OF OCTOBER 


31,1956 


DISCRETIONARY 
FUNDS 


($296 MILLION) 











From N. Y. Superintendent of Banks Report 





IN MEMORIAM 


Mrs: S. WINIFRED BURWELL, assistant 
trust officer of NATIONAL METROPOLITAN 
BANK, Washington, D. C. The first wo- 
man trust official in Washington, Mrs. 
Burwell organized the regional group of 
the National Association of Bank Wo- 
men. 

FRANCIS Boyce FENTON, trust officer 
in charge of the trust department of the 
Portland, Oregon, office of BANK OF CALI- 
FORNIA, N.A. 

Nat B. HALL, vice president in the 
trust department and a director of SE- 
cURITY TRUST Co., Lexington, Ky. 

Percy H. JOHNSTON, honorary chair- 
man of CHEMICAL CORN EXCHANGE BANK 
of New York. 

WILLIAM C. Potter, former president 
and board chairman of GUARANTY TRUST 
Co. of New York. 

JosEPpH H. WARNDORF, vice chairman 
of CITIZENS SAVINGS BANK & TRUST C0., 
Hamilton, Ohio. 








Scene from annual “Follies” of New York Financial Writers shows members in roles af 


WOONEY SCHON | 
EBA 


2 oe 


students in the new “School of Banking” supposedly being taught by Superintendent ° 

Banking George A. Mooney as the Governor watches for “infringements.” In another skit 

set in the Wall Street Home for the Aged, a just deceased 112-year-old patient is to be 
stuffed and added to the board of directors of a certain very large corporation. 
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Associated Trust Companies of Central 
| California: 
| President: Donald T. Lauer, vice presi- 
dent and trust officer, American Trust 
) Co, San Francisco 
| Vice Pres.: William E. Whisten, as- 
| | sistant trust officer, Bank of California 
| 


Fiduciary Association Elections 


| Secy.-Treas.: Edwin McInnis, vice 
president, Bank of America 
| Corporate Fiduciaries Association of 
Southeast Florida: 

President: Willard R. Brown, vice 


| president and trust officer, First National 
Bank, Miami 
Vice Pres.: C. W. Davis, vice president 
and trust officer, North Shore Bank, 
Miami Beach 
Secy.-Treas.: Warren Foster, trust of- 





ort | ficer, Broward National Bank, Fort 
__ — Lauderdale 
Corporate Fiduciaries Association of New 
ant | York City: 
‘AN President: Robert A. Jones, vice presi- 
wo- — dent, Guaranty Trust Co. 
Irs. Vice President: George C. Barclay, 
of vice president, City Bank Farmers Trust 
Wo- Co 
Secy.-Treas.: Kenneth Hackler, trust 
ae officer, City Bank Farmers Trust Co. 
e 
ALI- 
the 
SE- 
air- 
ANK 
dent .. 
2UST DONALD T. LAUER ROBERT A. JONES 
San Francisco New York 
man § Trust Committee, Ohio Bankers Asso- 
Co., — ciation: 
Chairman: John M. Dunnick, vice 
_—_— § President, National Bank of Lima 





Trust Operations Officers’ Association of 
Philadelphia : 

President: J. Harold Stephens, as- 
sistant vice president, Tradesmens Bank 
& Trust Co. 

Vice Pres.: Albert G. Kay, assistant 
trust officer, Philadelphia National Bank 
Secy.-Treas. : William Patterson, as- 
sistant secretary, Equitable Security 
Trust Co., Wilmington, Del. 













Nova Scotia-Newfoundland Section, Trust 
Companies Association of Canada 
(recently formed) : 

Chairman: H. F. Haliburton, manager, 
Royal Trust Co., Halifax 


jes of E 

a off 28t V-Chm.: D. A. Mercer, manager, 
« skit) Montr-al Trust Co., Halifax 

to be 


2nd V-Chm.: R. T. Howard, Eastern 
Trust So., Halifax 


‘ATE PEBRU \RY 1957 





Secy.-Treas.: G. S. Hawkins, assistant 
manager, Canada Permanent Trust Co., 
Halifax 


Quebec Section, Trust Companies Asso- 
ciation of Canada: 


President: C. D. Paxton, assistant gen- 
eral manager, Royal Trust Co. 


A A A 
1957 Calendar of Meetings 
Apr. 5 — Pennsylvania Bankers Trust 


Conference, Harrisburg 


Apr. 25 — Trust Companies Association 
of Canada, Toronto 

May 5-7 — Connecticut Bankers Short 
Trust Course, Storrs 

May 9-11 — American Bar Association 
Regional Meeting, Denver 

May 16-17 — National Committee on 
Community Foundations — Atlantic 
City, N. J. 

May 20-22 — Mississippi Bankers Asso- 
ciation Trust Division, Buena Vista 

May 20-23 — National Federation of 
Financial Analysts Societies, Cleve- 
land 

May 22 — Trust Conference, Connecticut 
Bankers Association, Waverly Inn 

May 27-31 American Institute of 
Banking, Richmond, Va. 

June 9-14 — New York State Bankers 
Association Trust School, N.Y.U. 

June 10-22 — Graduate School of Bank- 
ing, Rutgers University 


June 23-29 — Pennsylvania Bankers 
Trust Training School, Penn State 
University 


June 30-July 3 — Million Dollar Round 
Table, White Sulphur Springs 

July 1-18 — School of Financial Pub- 
lic Relations, Northwestern University, 
Chicago 

July 12-16 — American Bar Association, 
New York City 

July 24-31 — American Bar Association, 
London 

Aug. 25-Sept. 6 — Pacific Coast School 
of Banking, U. of Washington, Seattle 

Sept. 22-25 — American Bankers Asso- 
ciation, Atlantic City, N. J. 

Sept. 29-Oct. 4 — Financia] Public Rela- 
tions Association, Chicago 

Oct. 7-10 National Association of 
Bank Women, Boston 

Oct. 10-11 — Western Regional Trust 
Conference, A.B.A., Portland, Ore. 

Oct. 17-18 — New York Bankers Asso- 
ciation Trust Conference, Albany 

Nov. 21-22 — Mid-Continent Trust Con- 
ference, A.B.A., New Orleans 

A A A 

@ Rod Maclean, formerly advertising di- 

rector Union Bank & Trust Co. of Los 

Angeles, has joined Koster, Dana & Bar- 

rell, Inc., financial publicity firm of New 

York. As vice president he will represent 

the firm on the Pacific Coast. 
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The new regulations go somewhat fur- 
ther than their predecessor (§ 86.2(b) ) 
in providing (Subsec. (3)) that “if the 
exercise of a power creates or changes 
any beneficial interest in a portion sub- 
ject to the power, the power is consid- 
ered as exercised with respect to the en- 
tire portion.” Example is given of a pos- 
sessor of a general power exercising it 
to the extent of directing the income 
from the trust property to be paid to 
his wife for her life. The power would 
be considered as exercised as to the 
entire trust property (Subsec. (e) ). 


Suppose the general power enabled 
the donee to appoint Whiteacre and 
Blackacre. Would the appointment of 
one parcel be considered the exercise of 
the power as to the whole? Such a 
construction seems hardly reasonable, 
particularly where the property subject 
to the power is readily segregable into 
divisible segments. 

Powers of appointment created after 
October 21, 1942 (§ 25.2514-3). The 
former regulations ({§ 86.2(b)) are 
amplified somewhat and new illustra- 
tions given as to what are interests ad- 
verse to the exercise of the power 


(Subsec. (b) (2) ). 


Partial release and lapses of general 
powers created after October 21, 1942, 
are dealt with in subsection (c). Where 
the possessor of a general power is in- 
capable of validly exercising or releas- 
ing it by reason of minority or other- 
wise and the power may not be exer- 
cised or released on his behalf, the fail- 
ure to exercise or release is not a lapse 
(release) of the power so as to consti- 
tute a gift (Subsec. (c) (4) ). 


Disclaimer or renunciation of a gen- 
eral power is not considered a release 
(Subsec. (c) (5)). 


“* * * A disclaimer of a power 


over only a portion of the property 
subject to the power is not a complete 
and unqualified refusal to accept the 
rights to which one is entitled. * * *” 
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Subsection (d) deals with the crea- 
tion of another power. Cf. Section 86.2 
(b) (6), Reg. 108. 


A series of examples new in the pro- 
posed regulations illustrates the applica- 
tion of Section 25.2514-3 (Subsec. (e) ). 


Tenancies by the entirety; in general 
(§ 25.2515-1). This section and the 
three following deal with the creation 
of tenancies by the entirety or the cre- 
ation of joint tenancies between husband 
and wife as gifts, and constitute an ex- 
tended footnote to the new code Section 
2515. Their general effect is that the 
creation of either of the estates above 
mentioned between spouses does not 
constitute a present gift unless the donor 
so elects for the calendar year in which 
the relationship is created. (On manner 
of election, and valuation, see § 25.2515 
-2.) On termination of such an estate 
other than by reason of death of a 
spouse, the donor spouse is deemed to 
have made a gift “to the extent that the 
proportion of the total consideration 
furnished by such spouse multiplied by 
the proceeds of such termination (wheth- 
er in form of cash, property or inter- 
ests in property) exceeds the value of 
such proceeds of termination received 
by such spouse.” (§ 2515(b), I.R.C.) 
On this, see Section 25.2515-3; also, 
Section 25.2515-4. These two sections 
give a number of illustrations of the 
operation of Section 2515, 1954 Code. 


Certain property settlements (§ 25. 
2516-1). This section is an interpretation 
of the new Code Section 2516, exclud- 
ing from taxable gifts certain property 
settlements incident to divorce. In effect, 
it adopts the rule of Harris v. Comm.. 
340 U. S. 106 (1950), extending that 
rule to between spouses 
whether or not approved by court de- 
cree, if divorce follows within two years. 
It is recognized that a transfer of prop- 
erty between spouses in settlement of 
property rights arising out of the mar- 


agreements 
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riage may be exempt from gift tax «ven 
though not coming within Section 2516 
if it is effected by a court decree (Subsee, 
(c)). This preserves the Harris rule. 


Transfers in setilement of sujport 
obligations. This relates to Clause (2) 
of Section 2516. Such transfers to pro. 
vide a reasonable allowance for the sup. 
port of children during minority are 
not subject to gift tax where they are 
made pursuant to an agreement satisfy- 
ing Section 2516 or presumably where 
made pursuant to court decree. 


Specific exemption § (§ 25.2521-1), 
New Subsection (b), in part: 


“(b) No part of a donor’s lifetime 
specific exemption of $30,000 may be 
deducted from the value of a gift at- 
tributable to his, or her spouse, where 
a husband and wife consent, under 
the provisions of Section 2513, to 
have the gifts made during a calen- 
dar year considered as made one-half 
by each of them. The ‘gift-splitting’ 
provisions of Section 2513 do not au- 
thorize the filing of a joint gift tax 
return nor permit a donor to claim 
any of his, or her, spouse’s specific 
exemption. * * *” 


Charitable and similar gifts (§ 25. 
2522(a)-2). Subsection (b) relating to 
charitable transfers subject to a condi- 
tion or a power is new, providing that 
no deduction is allowable unless the 
possibility of the happening of the de- 
feating contingency “is so remote as to 
be negligible.” Conversely, if the occur- 
rence of the defeating contingency is 
“highly improbable,” the deduction is 
allowed. Continuing, the new regula- 
tions contain the following provisions 
which seem likely to provide material 
for controversy in particular cases: 

“* * * For example, assume thai 
assets placed in trust consist of stock 
in a corporation the fiscal policies of 
which are controlled by the donor and 
his family, that the trustees and re- 
maindermen are likewise members of 
the donor’s family, and that the gov- 
erning instrument contains no ade- 
quate guarantee of the requisite 1n- 
come to the charitable organization. 
Under such circumstances, no deduc- 
tion will be allowed. Similarly, if the 
trustees were not members of the 
donor’s family but had no power to 
sell or otherwise dispose of closely 
held stock, or otherwise insure the re- 
quisite enjoyment of income to the 
charitable organization, no deduction 
would be allowed.” 


Gift to spouse; in general (§ 25.2523 
(a)-1). This section is in general con- 
formity with its predecessor, Sections 
86.16a and .16b. 


Life estate or other terminable inter- 
est (§ 25.2523(b)-1). In Subsection (a! 
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con: 
ions 


nter- 
(a) 


, TES 


(3) it is stated that “life estates, terms 
for years, annuities, patents and copy- 
rights are therefore terminable inter- 
ets.” As to life estates and terms for 
years, this is plain enough, but inclu- 
sion of annuities, patents and copyrights 
in the terminal interest category certain- 
ly cannot be so broadly stated. Later 
illustrations in Subsection (b) (6) indi- 
cate that the broad language just quoted 
above may be inadvertent. Annuities 
providing for no refund and that any- 
thing left at the death of the donee 
spouse is to go to her estate qualify for 
the marital deduction (Subsec. (b) (6) 
iii)). Patents and copyrights are like- 
wise property, and the fact that they do 
not last forever is applicable to almost 
any species of property that can be the 
subject of a transfer, including in par- 
ticular, buildings and wasting assets 
such as oil royalties. That the transfer 
of a patent may receive the benefit of 
the marital deduction is recognized in 
Subparagraph (b) (6) (vi). 


~ O° AKa: 


possibility of the donor’s survival is not 
considered an interest retained by the 
donor for the purpose of the inter 
spouse deduction. Election would have 
to be made to treat the transaction as 
agift in order to qualify it. 

Life estate with power of appointment 
in donee (§ 25.2523(e)-1). The new 
regulations make no startling departures 
from the old (§ 86.16a) except to give 
recognition to the provisions of the 
1954 Code allowing the marital deduc- 
tion to transfers of specific portions of 
property and the therefrom, 
thereby correcting an inadvertence in 
the 1948 legislation establishing the 
marital deduction as to inter vivos and 
testamentary gifts. A new Subsection (b) 
deals at length with problems arising 
out of the provisions as to specific por- 
tions, a term defined in Subsection (c), 
followed by illustrations. “Entire inter- 
est” is defined and illustrations given 
in Subsection (d). 

The allowance of the marital deduc- 
tion in connection with trusts so far as 
right to income is concerned is covered 
in Subsection (f). This subsection fol- 
lows the former regulation in giving the 
following example: 


income 


x 


* For example, where the State 
law does not provide for amortization 
of bond premium, a provision in the 
trust instrument for amortization by 
appropriate periodic charges to in- 
terest will not disqualify the interest 
transferred in trust.” 


Suppose the state law not only does 
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not provide for amortization but pro- 
vides against it, as in the absence of 
contrary provision in the trust the Cal- 
ifornia law provides (Civil Code, § 730. 
08). A provision in the trust for amor- 
tization should not disqualify it. The 
present writer has suggested to the Com- 
missioner in connection with the pro- 
posed estate tax regulations that the 
quoted sentence be revised to read 
somewhat as follows: 

“For example, a provision in the 
trust instrument for amortization by 
appropriate periodic charges to inter- 
est will not disqualify the interest 
passing in trust regardless of any 
provision of State law to the contrary 
applicable in the absence of such a 
provision.” 

Such a change may perhaps be clari- 
fying even if not necessary. 


Power of appointment in the donee 
spouse is covered in Subsection (g). A 
joint interest given the spouse will qual- 
ify if severable by the spouse without 
the consent of the joint owner (Subsec. 
(g) (2)). This will qualify donated joint 
tenancy interests for the marital deduc- 
tion in California, probably in most 
states that recognize joint tenancies. 

Subsection (g)(3) states that “if a 
power of invasion is exercisable only 
for the spouse’s support, or only for her 
use, the power is not exercisable in all 
events,” going on to say that the power 
of invasion must be unrestricted, or in 
the alternative she must have the power 
to dispose of the property by will. The 
following provision from paragraph (5) 
of Subsection (g) is new: 

“(5) If the donee spouse has the 
requisite power to appoint to herself 
or her estate, it is immaterial that 
she also has one or more lesser pow- 
ers. Thus, if she has a testamentary 
power to appoint to her estate, she 
may also have a limited power of 
withdrawal or of appointment during 
her life. Similarly, if she has an un- 
limited power of withdrawal, she may 
have a limited testamentary power.” 


A new provision in paragraph (h) is 
of interest: 


“* * * Thus, a power in a trustee 
to distribute corpus to or for the 
benefit of the donee spouse will not 
disqualify the trust. Similarly, a 
power to distribute corpus to the 
spouse for the support of minor chil- 
dren will not disqualify the trust if 
she is legally obligated to support 
such children. * * *” 


Marital deduction in cases involving 
community property (§ 25.2523(f)-1). 
The principle change here relates to the 
provision in the 1954 Code providing 
that separate property acquired by the 
donor as the result of a “conversion” 
after December 31, 1941 (instead of 
between 1941 and April 3, 1948) of 
community into separate property will 
not be recognized as creating separate 
interests for gift tax purposes (Subsec. 
(b) (ii) ). 

Extent of deductions (§ 25.2524-1). 
This is a new provision interpreting 
Section 2524, 1954 Code. An example 
illustrating the application of the some- 
what enigmatic code section is given. 


Contents of return (§ 25.6019-3). A 
new Subsection (b) requires disclosure 
of written agreements in connection 
with divorce provided for under Section 


2516 of the Code. 


A A A 


TRUST DEPARTMENT GUARDS 
PHILANTHROPIC INTENTIONS 


How do you go about giving away $6 
billion, the 1956 total of contributions to 
private schools, colleges, churches, hos- 
pitals and other eleemosynary institu- 
tions? This question was answered re- 
cently by Craig R. Smith, assistant vice 
president of The Hanover Bank, New 
York, in an article in The American 
Banker, Dec. 19, 1956. While philan- 
thropic accounts date back 119 years at 
The Hanover, more recently the bank 
set up a counseling service, and it is of 
this particularly that Mr. Smith writes. 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 


“In times of abundance . . . Keep 
your reserves up!” advises National 
Bank of Commerce, San Antonio, ad- 
vertisement. It pictures a hearth fire to 
illustrate good times, the pyramids to 
draw a comparison with ancient Egypt’s 
experience of the seven good and the 
seven lean years, and suggests that re- 
serves should be really liquid assets to 
avoid a future necessity of selling at a 
loss. It offers not only the advice of the 
bank’s investment and trust officers, but 
the suggestion of certificates of deposit 
as well. 


“Squaring the Family Circle”, in an 
ad by First National City Bank, New 
York, and its trust affiliate, City Bank 
Farmers Trust Co., means getting the 
family “squared away”, or “all in good 
order and ready for any emergency.” 
In line with the current series of ads 
from this bank, a picture — occupying 
24 of the space — shows vice president 
Fred Ohmes in a “squaring” session 
with a family of four. 


“Your clients . . . they may have the 
mistaken idea that they must be wealthy 
to establish a trust fund” comments 
American Fletcher National Bank & 
Trust Co., Indianapolis, and “It just 
isn’t so.” This ad, clearly addressed to 
the other professional estate planners, 
describes the bank’s Common Trust 
Fund which makes it possible to do a 
good investment job on even a small 
trust. 


“Of many facets” are the diamonds 
illustrated and the duties of an execu- 
tor described in an ad of Fort Worth 
National Bank, Fort Worth Texas. It 
points out that “the choice of an execu- 
tor could be the single most important 
decision affecting your estate that you 
will ever make, for the future of your 
family may depend on your executor’s 
ability and qualifications.” 


“Has your wife looked under the 
hood of your estate lately?” inquires 
an ad of First National Bank of Chicago, 
which shows a bewildered woman with 
car pulled off the road, hood uplifted 
and engine smoking. “Your wife may 
be an experienced driver, but if some 
major trouble occurs, she is going to 
need help.” The text draws the parallel 
with the settlement of an estate and 
suggests, “Wouldn’t it be a good idea 
to have a long-experienced trust or- 
ganization standing by . . . Then your 
wife would know exactly where to go for 
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help . 
needs . 
have to concern herself with the busi- 
ness, tax and investment complications 
of estate settlement.” 


. . for money to meet current 
. and would not necessarily 


“How many American executors will 


watch the Olympics at Melbourne?” 


asked an ad of First National Bank & 
Trust Co., Macon, Ga., which was timed 
for the Olympic events pictured in a line 
drawing. The answer as given ran, 
“Some, undoubtedly. Every year for 
business or pleasure, more and more 
Americans “go somewhere’ — and many 
of them to distant parts of the world... 
Yet an executor, when needed, must be 








How many American 
EXECUTORS 
will watch 
the Olympics at Melbourne... 
? 





on the spot. Quick action is often 
essential . . .” 


“Three men with one purpose” in an 
ad from Morristown (N.J.) Trust Co., 
prove to be “George Brown” with his 
attorney and insurance underwriter. 
They are pictured approaching the front 
door of the trust company where George 
“is on his way to becoming one of the 
most carefree men in town... a sound, 
long-range program is to be mapped for 
the management of George’s property 
and savings .. . The plan will coordinate 
insurance, investment and _ tax fac- 
tor... 


“What happened to 1956?” asks an 
ad from National Newark (N.J.) & 
Essex Banking Co., which pictures the 
Year’s calendar torn into shreds. “The 
months flew by. Many things you 
planned to do are still undone. Take 
your will, for example...” 


“°Twas the Night After Christmas” 
begins an ad of Valley National Bank, 
Phoenix, Ariz. “The gifts are all given 


and received — family affections are 
renewed and more firmly cementec — 
peace, harmony and love are prevaiiing 
as never before. . . . But what of the 
future? Isn’t this also a time to »lan 
ahead for your family’s future needs and 
protection? Your estate 


a 


“A simple, inexpensive profit-sharing 
retirement plan for small and medium. 
size business” is announced in an ad 
from Peoples First National Bank & 
Trust Co., Pittsburgh. The text points 
out that a small company can now gain 


your 


‘big business’ benefits for its employees | 


without prohibitively high administra. 
tion costs. 


The president’s remarks at the annual 
meeting and the general manager’s are 
given in full in an ad of the /mperial 
Bank of Canada which occupied nearly 
a full page of the Financial Times — 
an idea equally adaptable to trust com. 
panies. 


Booklets 


“Up to Date in Kansas City”, pub- 
lished by Commerce Trust Co., offers the 
reader 16 pages of one paragraph de- 
scriptions of “some of the more in- 
portant commercial, industrial, and civic 
new construction projects which were 
announced, under way, or completed 
during the year just ended.” 


Questions for the attorney to consider 
in drafting wills, trusts or other disposi- 
tive instruments involving oil and gas 
interests have been set forth in a booklet 
recently published for attorneys by 
Guaranty Trust Co., New York. This 36 
page article, entitled simply “Oil and 
Gas Interests”, is authored by Howard 
R. Williams, Professor of Law at 
Columbia University and formerly the 
teacher of oil and gas law at the Uni- 
versity of Texas Law School. The paper 
was prepared at the request of Guaranty 
Trust and is intended to be “thought 
provoking . . . not presented as a last 
word on any subject contained in it. 
since both legal theory and_ practical 
operation in this field are rapidly chang: 
ing.” 

A A A 
@ James K. Sinclaire, Jr., and Henry © 
Kriete have been appointed assistant 
vice presidents of Kennedy Sinclaire, 
Inc., New York, and Vincent P. Guarino 
made manager of production. The firm 
specializes in trust advertising. 

BK BS 
@ Edwin Bird Wilson, Inc., New York 
trust advertising firm, appointed F dwar! 
B. Sturges, 2nd, and John J. Marshal 
vice presidents. Sturges will also act # 
director of public relations and re<ecar¢l: 
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ESTATE TAX 


Contingent life annuity qualifies for 
marital deduction. Certain life insurance 
policies on decedent’s life were payable 
in equal installments to his surviving 
spouse for ten years certain and life 
thereafter. Should wife die before ex- 
piration of ten year period, remainder 
of installments for ten years were to be 
paid to certain named contingent bene- 
ficiaries. Tax Court held that proceeds 
did not qualify for marital deduction, 
inasmuch as persons other than surviv- 
ing spouse could possess or enjoy prop- 
erty should she die within ten years. 
Estate appealed. 


HELD: For estate. Upon death, two 
separate property rights arose, each 
fixed and different, namely, payment 
certain for ten years, and life annuity. 
Rights under one were not tied to rights 
under other. Person other than spouse 
could succeed to one, but no one but 
spouse could succeed to other. Value of 
wife’s lifetime interest, after ten year 
period, constituted allowable marital de- 
duction. Est. of Reilly v. Comm., 3rd 
Cir., Jan. 8, 1956. 


Employee’s failure to exercise annuity 
option conversion does not effect transfer 
intended to take effect at death. Employ- 
er purchased ten-year retirement annuity 
for decedent. If after commencement of 
monthly payments decedent died, pay- 
ments were to continue to his wife. Con- 
tract granted decedent option at any 
time prior to commencement of annuity 
Payments to convert ten-year annuity 
to life annuity. Decedent did not exer- 
cise option. At date of death, he had re- 
ceived thirty-six monthly payments on 
ten-year annuity. Commissioner con- 
tended that value of annuity payable to 
Wife on decedent’s death, was taxable 
to decedent’s estate on ground that by 
refraining from exercising his option, 
he assured surviving spouse unpaid an- 
nuity at his death, and thereby indirectly 
effeci ‘d transfer intended to take effect 
M possession or enjoyment at death. 


HELD: For taxpayer. Surviving 
Spous’s right to receive annuity pay- 
ment. did not result from any transfer 
of property made by decedent. Here an- 
nuity was purchased by employer and 
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SAMUEL J. FOOSANER 


Foosaner, Saiber & Schlesinger, Newark, New Jersey 


not by decedent from his own funds. 
Exercise of option under such circum- 
stances does not constitute transfer ef- 
fected by decedent. Bosworth v. U. S., 
D. C. W. D. Wash., Dec. 5, 1956. 


Charitable deduction denied in case of 
club organized and operated to promote 
outdoor activities and to aid in conserva- 
tion of wild life. Decedent bequeathed 
one-fifth of residuary estate to certain 
Sportsman’s Club. Club’s purpose was to 
encourage, foster, promote and perpetu- 
ate outdoor activities and to aid in the 
conservation of wild life. Executor 
claimed deduction on ground that Club 
was scientific, educational, or charitable 
corporation. Commissioner’ disallowed 
deduction. Deficiency was paid and execu- 
tor sued for refund. 


HELD: For Commissioner. Club has 
two-fold purpose, one of which, namely, 
promoting outdoor activities, does not 
qualify as_ scientific, educational or 
charitable. It is, therefore, not operated, 
as required by statute, exclusively for 
such purposes. Furthermore, function of 
organization is too broad, and it would 
embrace many activities not contempla- 
ted by charitable provisions of Code. 
Grews v. U. S., D. C. N. D. Ol., Dee. 4, 
1956. 


Full amount of widow’s allowance 
qualifies for marital deduction under 
Oklahoma law. Decedent bequeathed one- 
half of all of his property to his wife 
and remaining one-half in trust for 
benefit of his wife for life with remain- 
der to children. Oklahoma Probate Court 
ordered executor to pay $1,250 per month 
to widow for support and maintenance 
uending settlement of estate. Amount of 
widow’s allowance claimed as marital 
deduction was disallowed in part by 
Commissioner. 


HELD: For estate. Under local state 
law, widow’s allowance, when authorized 
and approved by Probate Court, vests in 
spouse indefeasible right to such allow- 
ance. It is not part of gross estate sub- 
ject to administration. Therefore, amount 
actually payable fully qualifies for mari- 
tal deduction. King v. Wiseman, D. C. 
W. D. Okla., Nov. 27, 1956. 


Source of payment of estate taxes con- 
trolled by local law. Decedent’s will pro- 


vided for bequest of one-half of his es- 
tate to his wife with remaining one-half 
in trust for benefit of wife for life and 
remainder to children. Will did not desig- 
nate source from which taxes, debts and 
administration expenses were to be paid. 
Oklahoma statute, in setting out order 
in which property must be resorted to 
for payment of debts, reads as follows: 
“legacies to husband, widow or kindred 
of any class, are chargeable only after 
legacies to persons not related to the 
testator.” Commissioner charged be- 
quests ratably with payment of taxes, 
debts and expenses, thereby reducing 
amount of marital deduction on interest 
passing to surviving spouse. 


HELD: For estate. State statute was 
unambiguous, and trust, being separate 
legal entity not related to testator, was 
chargeable with all taxes, debts and ex- 
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penses of administration. King v. Wise- 
man, supra. 


GIFT TAX 


Gifts to minor grandchildren constitu- 
ted present interests where beneficiary 
or guardian could demand principal or 
income. Taxpayer created irrevocable 
trust of corporate stock for benefit of 
grandchildren. Trust was to continue to 
age 25 at which time principal would be 
paid over. Each beneficiary, or his par- 
ent or guardian, was given right to re- 
ceive all or any part of principal and 
accumulated income. Commissioner dis- 
allowed exclusions claimed on ground 
that transferred property constituted 
gift of future interest. 


HELD: For taxpayer. Right by par- 
ent to demand principal or income at 
any time, even though right was never 
exercised, gave transferee effective pres- 
ent use, possession and enjoyment of 
property. There being no bar to such 
present use, transfer constituted gift of 
present interest. Perkins v. Comm., 27 
T.C. No. 67, Dec. 26, 1956. 


INCOME TAX 


Legal fee incurred in estate litigation 
held deductible for income tax purposes. 
Taxpayer incurred legal expense result- 
ing from litigation to determine whether 
certain property was separate property 
of husband or community property. Ex- 
pense was. claimed. as necessary and or- 
dinary expense for conservation of prop- 
erty and deductible for income tax pur- 
poses. Commissioner disallowed deduc- 
tion on ground that it was expenditure 
incurred in protecting or asserting rights 
to property as heir or legatee. 


HELD: For taxpayer. Expenditure 


was ordinary and necessary and for pur- 
pose of conserving property held for pro- 
duction of income. Had action been un- 
successful, taxpayer’s interest would 
have been greatly diminished. Day v. 
U. S., D. GC. Ariz., Dee..21, 1956. 


REVENUE RULINGS 


Income Tax: Income of trust for bene- 
fit of grantor taxable to grantor. Trust 
agreement provided that net income and/ 
or trust principal was in discretion of 
grantor to be paid to him or applied for 
his benefit during his lifetime. It further 
provided that grantor had right to re- 
voke trust with consent of his wife, who 
was surviving income beneficiary. 


Service rules that although power of 
revocation can only be exercised with 
consent of adverse party, nevertheless, 
power by grantor to apply principal for 
his benefit is considered power to revest 
in grantor title to trust corpus. Grantor 
is, therefore, to be considered owner of 
trust and income, including capital gains, 
is taxable to him. Rev. Rul. 57-8, I.R.B. 
1957-2, p. 36. 


Income Tax: Employees’ pension plan 
permitting participants to withdraw ac- 
cumulated funds will not qualify as ex- 
empt trust. Employer established centrib- 
utory money purchase pension plan. 
Benefits were determined based upon 
amount of retirement income which con- 
tributions plus interest thereon stand- 
ing to credit of participant, would pur- 
chase at time of retirement. Participants 
could withdraw, at any time, any part of 
their contributions, if financial need 
arose. 


Service rules that plan does not meet 
requirements of exempt trust since it 
will fail to provide systematically for 
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payment of definitely determinable |:ene. 
fits over period of years. Where plan 
permits participants, prior to severance 
of employment, to withdraw funds ae. 
cumulated on their behalf, it is incoiisist. 
ent with requirement of definitely <icter. 
minable benefits. Rev. Rul. 56-693, !.R.B 
1956-52, p. 13. 


Income Tax: Accrual basis taxpayer 
must make contribution under exempt 
plan within 15th day of third month 
following close of taxable year. Accrual 
basis taxpayer, with fiscal year ended 
March 31st, executed pension plan on 
March 25th, and made token payment to 
trust. Balance of payment required for 
first year of plan was not made within 
15th day of third month following close 
of taxable year. It was, however, made 
within following three month period 
within which automatic extension for 
filing return would have been obtained. 


Service rules that payment was not 
timely. It was not made within required 
75 days and no automatic extension for 
filing return had been obtained. Rey. 
Rul. 56-674, I.R.B. 1956-52, p. 15. 


SPECIAL RULING 


Estate Tax: Survivor annuities of uni- 
formed services personnel includible in 
gross estate. Under Uniformed Services 
Contingency Option Act of 1953, active 
or retired member of uniformed services 
may elect to receive reduced amount of 
retirement pay and one or more annuities 
payable to widow, child or children. 


Section 2039(a) of 1954 Code provides 
that value of annuity receivable by rea- 
son of surviving decedent, under any 
form of contract or agreement, other 
than insurance on decedent’s life, is in- 
cludible in decedent’s gross estate if 
contract provides for annuity or other 
payment payable to decedent, or if de- 
cedent possessed right to receive such 
payment for his life or for any period 
not ascertainable without reference t 
his death or for any period which does 
not in fact end before his death. 


Service rules that since retired men- 
ber bears entire cost of annuity, which 
he elects upon retirement to have pail 
to widow, child or children, entire value 
of survivor’s annuity is includible in his 
gross estate pursuant to Section 2039 of 
1954 Code. Special Ruling dated March 
16, 1956. 


COMMISSIONER’S ACQUIESCENCE 


Commissioner has now acquiesced 1! 
the decision of Est. of W. G. Helis, 2 
TC No. 15. In that case, Tax Court de 
termined that full amount, and not ju 
one-half, of expenses incurred by exect" 
tor, and allowed by state court, in ad: 
ministering community property. wel 
deductible for estate tax purposes from 
decedent’s share of community proper! 
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ARTICLES 


Legal Aspects of Adoption by Busi- 
ness Corporation of A Savings and 
Investment Plan 
DONALD E. PEASE & ROY A. WENTZ. 
University of Pennsylvania Law Review, Nov. 
1956 (3400 Chestnut St., Philadelphia 4; 
$1.25). 

After discussing the principal features 
of these plans, legal aspects (including 
yules against perpetuities, accumulations, 
restraints on alienation), federal tax 
aspects, and statutory regulation, the 
authors conclude that despite some dis- 
advantages the saving and investment 
plan offers a popular and simple method 
of paying compensation with a minimum 
of legal uncertainties. It can be tailored 
to provide for retirement benefits, un- 
employment security, incentive through 
profit-sharing or stock interest, deferral 
of compensation for tax reasons and even 
death benefits. 


Preserving the Family Enterprise 


RENE A. WORMSER. The Practical Lawyer, 
Dec. 1956 (133 S. 36th St., Philadelphia 4; 
$1.25). 

The owner is in the best position to 
determine where a family business should 
be discontinued at his death. The reasons 
which might favor discontinuance are 
outlined in this article, as are the factors 
involved in deciding on the time and 
method. If the enterprise is to be con- 
tinued, the prerequisites to its preserva- 
tion are discussed. 
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The Controversy of Insured versus 

Trusteed Pension Plans 

WENDELL MILLIMAN. Journal of Chartered 

Life Underwriters, Winter 1956 (3924 Walnut 

St., Philadelphia 4; $1.50). 

Following a discusion of the pros and 
cons of the two methods of funding, the 
author, a consulting actuary with an in- 
silrance company background, concludes 
that neither flexibility nor service should 
be the controlling considerations in 
‘lecting the medium. Security of bene- 
fits and cbst are in his opinion more sig- 
lificant. Here, too, it is not all black 
and white. Moreover, there are ways in 
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s Form 1041 


Y E. WILLIAMS. Dickinson Law Review, 
1957 (Carlisle, Pa.; $2). 
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is a most comprehensive analysis 
of ques: 


ions to be answered in preparing 


i Form ‘041. The article as it originally 
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appeared was based upon the Proposed 
Regulations dealing with Sections 641- 
663 of the 1954 Code but a supplement 
has been issued to reflect the changes 
made by the Final Regulations promul- 
gated just about the time the Review 
appeared, The author is vice president 
in charge of the Tax Division of Provi- 
dent Trust Co. of Philadelphia. 


The Case Against Variable Annuities 


FREDERIC W. ECKER & G. KEITH FUN- 

STON (Dun’s Review and Modern Industry, 

99 Church St., New York 8, N. Y.) October, 

1956. 75 cents. 

In separate articles under this heading, 
each author cites his reasons for be- 
lieving that variable annuities represent 
an unsound departure from traditional 
life insurance practice. Both views stress 
three main points: (1) The variable- 
annuity purchaser receives no guarantee 
of fixed income; (2) widespread sale of 
variable annuities would result in in- 
surance companies owning an undue pro- 
portion of stocks; and (3) since variable 
annuities are considered securities by the 
SEC, insurance companies would be sub- 
ject to increased federal regulation. 


OTHER ARTICLES 


Annual Survey of Tennessee Law on 
Wills, Trusts and Estates, by William 
J. Bowe: Vanderbilt Law Review, Aug. 
1956 (Nashville 5; $2) 


The Sources and Development of Pro- 
bate Law, by Rush H. Limbaugh: Wash- 
ington University Law Quarterly, Dec. 
1956 (St. Louis; $1.25) 

Final Regulations Clarify 
Distributions under 
Sharing Plans, by John A. Cardon: 
Journal of Taxation, Feb. 1957 (147 E. 
50th St., New York 22; $1.25) 


Rules on 
Pension and Profit- 


Understanding Community- Property 
Idea Clarifies Taxation of Individuals, 
by Oliver W. Hammonds & George E. 
Ray: Ibid. Jan, 1957 


Legal Problems of Private Pension 
Plans, Note: Harvard Law Review, Jan. 
1957 (Cambridge, Mass.; $1.25) 
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BoGERT SUPPLEMENTS OUT 


The 1956 Pocket Parts for Bogert on 
Trusts and Trustees, recently issued by 
the publishers, Vernon Law Book Co. of 
Kansas City, Mo., and West Publishing 
Co., St. Paul, contain approximately 
2,000 new items as well as forms re- 
flecting the changes made by the 1954 
Internal Revenue Code. Also included are 
pertinent Treasury regulations, proposed 
or final. 

A A A 


ABA PUBLISHES NEW WAGE-HoUR 
HANDBOOK 


The Bank Personnel Administration 
Department of the A.B.A. has prepared 
a 1956 edition of the “Federal Wage- 
Hour Handbook for Banks” to provide 
member banks with up-to-date informa- 
tion from reliable sources. However, some 
provisions of the Law and Regulations 
have not been tested in the courts, and 
banks are urged to obtain advice from 
counsel and, if warranted, from the 
Regional Wage-Hour Office. 


The Association contends that the Law 
and Regulations are unfair to small 
banks, and is continuing its efforts to 
correct this situation. 


A copy of the handbook has been sent 
to all A.B.A. member banks, and addi- 
tional conies will be available to members 
at $1 each. 
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CLARENCE Motr WOOLLEY, one of the 
nation’s leading industrial figures who 
during his active career was president 
and chairman of American Radiator and 
Standard Sanitary Corp. and a director 
of such corporations as General Motors, 
General Electric and Johns-Manville, be- 
queathed 2,800 shares of Radiator stock 
to St. Lawrence University, provided 
that if the closing price on the last mar- 
ket day before his death were above 
$25, the number of shares was to be re- 
duced to a figure which together with 
1,200 shares given during Mr. Woolley’s 
lifetime would be worth $100,000. Cali- 
fornia Institute of Technology (1,000), 
Yale (300) and Colgate (400) among 
other charitable institutions, are also 
recipients of such stock in the number 
of shares indicated. All these shares are 
to be held by the executors, Bank of 
America and the only surviving child, 
for five years with the dividends payable 
to the beneficiaries in the interim. Then 
the shares will be delivered to them with 
the request that they be retained “so 
long as reasonably possible.” 


Apart from legacies of 1,450 shares 
of Radiator stock to ten individuals and 
a club, the rest of the estate is divided 
into two equal parts, one going outright 
to the son and the other in trust with 
the bank for the two children of a de- 
ceased daughter. Income is to be ac- 
cumulated until the older grandchild 
becomes 15 when the fund is to be 
divided into two separate trusts with 
the income applied for the benefit 
of each grandchild to the extent neces- 
sary, considering other available as- 
sistance. As each reaches 21, the entire 
income will be paid over. One half of the 
principal not expended under an en- 
croachment clause will be distributed at 
age 25 and the balance at 30. The stock 
is to be retained for distribution in kind 
unless the trustee is absolutely required 
to dispose of it prior thereto. 


Harry C. BLAcK, chairman of A. S. 
Abell Co., publisher of the Baltimore 
Sunpapers, left his Palm Beach home 
and its contents to the Maryland His- 
torical Society following the use thereof 
by his wife, who is required to pay taxes, 
insurance and maintenance costs. The 
Society is to sell the property and use 
the proceeds for its general purposes. 


1c 
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All but 3,000 shares of the publishing 
company, which are bequeathed to a 
nephew, go to the A. S. Abell Company 
Foundation with the request, not binding, 
that the dividends received for “four or 
five years” be divided equally between 
Princeton and Johns Hopkins Universi- 
ties. 


Johns Hopkins is the legatee of 1,300 
shares of stock of Fidelity-Baltimore 
National Bank, named co-executor with 
the nephew, and 2,500 shares of Fidelity 
& Deposit Co. of Maryland, with the 
suggestion that the proxies to vote such 
stock be given to the nephew and a cou- 
sin. Mr. Black recommended that the 
stock not be sold by the University with- 
out first consulting them. Four hundred 
and 200 shares, respectively, of the same 
securities are given to Mrs. Black with 
the request that she forthwith give one- 
half each to these two relatives. 


Trusts of $35,000 and $40,000 are set 
up with the bank to pay $3,000 annually 
to named inviduals, the remainders pass- 
ing to Johns Hopkins. A trust of $800,000 
is created, provided she survived 90 days, 
to pay the income to Mrs. Black, the 
fund at her death to be divided into five 
outright shares, one each to Princeton, 
Johns Hopkins and Enoch Pratt Free 
Library and two to the nephew. Declar- 
ing that the principal object in creating 
the trust was for the benefit of his wife, 
Mr. Black directed the trustee to re- 
solve any conflict of interest between 
life tenant and remaindermen in her 
favor. The residue of the estate goes to 
Mrs. Black who is requested, if its value 
equals $15,000 or more, to distribute that 
amount to the beneficiaries of the first 
mentioned trusts. Her husband recom- 
mended that she appoint the bank as 
agent or trustee to handle that part of 
her own estate which he had handled in 
his lifetime. 


In providing for the payment of death 
taxes out of the residue, and the possi- 
bility that there would be insufficient 
funds to pay these, expenses of admini- 
stration and legacies, Mr. Black directed 
the order in which the named stocks 
should be sold. 


In accordance with a power reserved 
under five trusts created in 1932, Mr. 
Black designated the sequence of persons 
who have the option to purchase the 
Abell stock held in those trusts, 


SAMUEL A. LERNER, former chairman 
of Lerner Stores Corp., women’s apparel 
chain, forgave in his will any inde! ted. 
ness owed to him by two sons-in-law, his 
son and a brother-in-law. To his wife he 
bequeathed $200,000, to be satisficd jn 
cash or property as valued for the Cali- 
fornia inheritance tax. The same amount 
is left to each of their three children. A 
trust of $100,000 is established with Cali- 
fornia Bank of Los Angeles and two 
individuals to pay the income to two 
sisters, principal to be used if necessary 
to give $5,000 annually to each. The trus. 
tees must invest only in savings accounts 
in banks in California, with a $10,000 
limit in any bank. They may pay out ad- 
ditional principal if necessary for the 
beneficiaries’ support, comfort and recre- 
ation, taking their other resources into 
consideration. The fund on the death of 
the survivor goes to The Lerner Founda- 
tion which also receives the residue of 
the estate, with a proviso that if this 
bequest violates any restrictive law, the 
invalid portion is to go equally to Po- 
mona College, California Institute of 
Technology and Stanford University. 
The bank is co-executor with the son 
and a son-in-law. 


Louis J. Horowitz, former president 
and chairman of Thompson-Starrett 
Company, a leading building construc- 
tion firm, bequeathed his residuary estate 
estimated as something more than 
$10,000,000 to New York University, the 
largest bequest ever received by that 
institution. The beneficiary of the legacy 
will be the Institute of Physical Medicine 
and Rehabilitation which is a unit of 
New York University-Bellevue Medical 
Center. The University also receives 
without restriction as to use Mr. Horo- 
witz’ former residence on Long Island. 

After making provision for his widow, 
the widow of a deceased brother and 
numerous employees, Mr. Horowitz di- 
rected that New York University should 
use the income from $1,000,000 for the 
education of doctors and other personnel 
in physical medicine and rehabilitation; 
the income from $500,000 should be used 
to establish and maintain a chair in that 
field to be known as ‘The Howard A. 
Rusk Chair of Physical Medicine and 
Rehabilitation.’ The income from the re 
mainder of the bequest should be used 
to defray the cost of treating patients 
financially unable to pay the usual 
charges for treatment. After ten yeals 
from receipt of the residuary estate, the 
University may use principal and it 
come for general purposes of the Insti- 
tute; but not more than 1/10 of the 
then principal is to be used in_ the 
eleventh year, not more than 1/9 of the 
fund in the twelfth year, and so 01 down 
to the twentieth year when the entit 
remaining fund may be expended. Bank- 
ers Trust Company of New York * 
named as executor and trustee and Bett 
ard F. Gimbel as co-executor. 
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Cais — Claim Based on Widow’s 
Failure to Pay Share of Taxes and 
Expenses Attributed to Dower was 
not Barred by Laches 


Florida—Supreme Court 
Dacus v. Blackwell, 90 So. 2d 324. 


Feaster, who died in 1940, named his 
widow and a son by a previous marriage 
as executors. The estate was placed in 
trust for the widow and five children by 
the previous marriage. The widow elected 
to take dower and following a final judg- 
ment for dower, an allotment was made. 
The widow continued to act as sole execu- 
tor and in 1943 the administration was 
completed and the estate assets were 
distributed to the widow and another 
person as co-trustees. The executors were 
discharged by court order. 

The widow died in 1951 and admini- 
stration of her estate was instituted in 
the same court. A few months after the 
widow’s death, an accountant engaged 
by Feaster’s children discovered that no 
contributions to the expenses of admin- 
istration and estate taxes had been made 
by the widow. At that time the laws of 
Florida required the widow to pay the 
portion of the expenses of administration 
and estate taxes which were allocable to 
the assets received by her as dower. The 
children of the decedent filed a claim 
against the widow’s estate in 1952 and 
also instituted a suit in chancery to re- 
cover the share of taxes and expenses of 
administration which she should have 
paid to their father’s estate. 


A Master was appointed and the 
amount of the taxes and expenses was 
fixed at a sum in excess of $17,000. How- 
ever, on final hearing, the Circuit Court 
dismissed the suit on the ground that 
fifteen years having transpired since the 
activities which gave rise to the alleged 
claim, the right to enforce it had been 
barred not only by the lapse of time but 
also by the order of the Probate Court 
discharging the widow as executrix of 
her husband’s estate more than eleven 
years prior to the institution of the suit. 


HE!.D: Reversed. The widow serving 
a executrix was a trustee of the funds 
received by her from the estate as dower 
to th: extent that they represented 
money which she, in turn, in her individ- 
ual ca xacity was required to contribute 
to the cost of administration and taxes. 
The \idow continued as co-trustee of 
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the estate even after her discharge as 
executrix, and to apply the doctrine of 
laches required not only a showing of 
lapse of time but also that the delay 
was unreasonable and had acted to the 
disadvantage of the person seeking to 
invoke the doctrine. 


CLAIMs — Creditor of Decedent May 
Institute Action Against Devisee 
Although Action Against Executor 
is Barred 


United States—District Court for D. cf C. 
Robinson v. Henderson, 145 F. Supp. 463. 


Plaintiffs, who were creditors of de- 
cedent, failed to institute action against 
the executrix within the statutory three 
month period after their claim was re- 
jected. Thereafter they sought to have 
the decedent’s property, in the hands 
of the executrix as devisee, subjected to 
the payment of their claim. Defendant 
filed motion for summary judgment as- 
serting that plaintiffs having failed to 
institute timely action against the ex- 
ecutrix, their claim was extinguished un- 
der District of Columbia Code 1951, Title 
18, Section 518. 


HELD: Motion denied. The claims 
were against defendant as devisee and 
not in her capacity as executrix, and 
therefore the right of action was not 
extinguished. The issue presented a close 
question but the provision of the District 
of Columbia Code relied upon by de- 
fendant was designed to protect execu- 
tors and administrators by discharging 
them of responsibility but did not apply 
to devisees, and the courts should not 
apply the statute indiscriminately as to 
all claims against an estate. 


DISTRIBUTION — Devise for Consid- 
eration Does Not Lapse on Death 
of Devisee Before Testator 


California—District Court of Appeal 


Cuenin v. Lakin, 146 A.C.A. 948 (Dec. 17, 


1956). 

Barnett, for valuable consideration, 
agreed with Helene, his wife’s daughter 
by a former marriage, to deed a certain 
lot to Helene, and his will contained a 
provision to that effect. Helene died be- 
fore Barnett, and the question was 
whether Helene not being his “kindred,” 
the devise lapsed. In an action to im- 
press a trust on the devised lot and to 
enforce an agreement to devise the 
property, judgment was rendered in 
favor of Barnett’s executor. 


HELD: Reversed. Section 92 of the 
Probate Code providing that if a de- 
visee or legatee dies during the lifetime 
of the testator, the testamentary dis- 
position to him fails, unless, among other 
things, the devisee is “kindred” of the 
testator, does not apply where the rights 
of the devisee are based on contract. 


FIDUCIARIES — Co-executors . Jointly 
and Severally Liable for Loss 


Michigan—Supreme Court 
In re Tolfree Estate, 347 Mich. 272. 


Testator, who died in 1935, nominated 
his son Eugene and two other individuals 
as executors of his will which provided 
that his estate should be closed as soon 
as practicable after his demise. The 
funds of the estate were deposited by 
the co-executors in a private bank owned 
principally by Eugene. In 1951 the bank 
failed, and at this time there was on 
deposit in it over $33,000 of estate funds. 
The executors had failed to file any ac- 
countings with the Probate Court until 
after the closing of the bank. 


The beneficiaries of the will brought 
suit to surcharge the executors for the 
loss, and the principal question involved 
was as to whether Eugene, as a co-ex- 
ecutor (and a bankrupt), should be sole- 
ly charged with the loss for the funds 
in his private bank or whether all of 
the executors should be _ surcharged 
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therefor. The lower Court surcharged 
Eugene only. 


HELD: Reversed. Performance of the 
duties of the co-executorship devolve 
equally upon all three executors. Each 
violated the testator’s direction that the 
estate be closed as soon as practicable 
after his demise. Each of them also vio- 
lated the requirement that accounts be 
rendered annually or oftener to the Pro- 
bate Court having jurisdiction of the 
estate. Each of them furthermore vio- 
lated the provision of the Michigan stat- 
ute requiring that an estate be closed 
within ten years from the time of the 
death. Co-executors have equal duties to 
guard the estate from loss. This they 
failed to do and as a result each execu- 
tor is individually liable for the loss 
sustained by the estate by reason of the 
delay in its closing until after failure 
of the bank. 


FIDUCIARIES — Powers Given Co- 
executors Must be Exercised by All 


Delaware—Supreme Court 
Bernhardt v. Luke, 126 A. 2d 556. 


Plaintiff, a real estate broker, brought 
suit for commissions for having produced 
a buyer for real estate at the sellers’ 
terms. The sellers were three brothers 
as executors of the will of their deceased 
mother and the real estate was part of 
the mother’s estate. The will gave the 
executors full power to sell the real 
estate. Among other questions considered 
by the court was that of whether a single 
co-executor had authority to act in be- 
half of all of the co-executors in exer- 
cising the power of sale. 


HELD: A testamentary power, if 
given to two or more executors, must be 
exercised by all, for the confidence re- 
posed by the decedent is reposed in them 
all. 


FIDUCIARIES — Surviving Spouse Has 
Right to Administer Community 
Estate 


Washington—Supreme Court 
In re Ordman’s Estate, 149 Wash. Dec. 583. 


A Washington statute gives the sur- 


viving spouse the right to “administer 
upon the community property, notwith- 
standing any provisions of the will to 
the contrary, if the Court finds such 
spouse to be otherwise qualified.” Testa- 
tor named one Litchman executor. The 
surviving spouse applied to the Court 
for appointment to administer upon the 
community property. The Court found 
that she was physically handicapped, 
but that her mental capacity was not 
affected, and she was not otherwise dis- 
qualified on statutory grounds. The 
Court further found that there was basis 
for controversy between the surviving 
spouse and the heirs and beneficiaries 
with respect to the property interests of 
the separate estate, the community es- 
tate, and the personal interests of dece- 
dent’s sons. It entered an order confirm- 
ing the appointment of Mr. Litchman as 
executor of the separate estate, denying 
the widow’s petition to be appointed ad- 
ministratrix of the community estate, 
and stating that a person or institution 
not connected with any of the parties 
would be appointed to administer the 
community property. 

HELD: Reversed in part. The surviv- 
ing spouse, not being disqualified on any 
of the statutory grounds, has a statu- 
tory right to administer upon the com- 
munity estate. The physical handicap, if 
she is willing to assume the burden, does 
not disqualify her. The fact that there 
is a basis for controversy in the ad- 
ministration of the estate among the 
surviving spouse, the beneficiaries and 
the decedent’s sons affords no justifica- 
tion for refusing to accord the surviving 
spouse her statutory right. The Court is 
directed to appoint the widow as admin- 
istratrix of the community property, with 
the will annexed. This in no way affects 
Litchman’s appointment as executor in- 
sofar as the separate property of the 
decedent is concerned. 


GiIFTs — Right of Access to Safe De- 
posit Box Does Not Constitute De- 
livery 


Pennsylvania—Supreme Court 
Grossman Estate, 386 Pa. 647. 
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Decedent leased a safe deposit box in 
1945 to which his sister Hilda had access, 
She exercised her right of access prior 
to 1949, but never thereafter. Decedent 
kept cash, securities and insurance poli. 
cies in the box. A certificate for 10) 
shares of Hudson’s, Inc., dated in 1947. 
was in the box at his death in 1955. In 
the space on the certificate for the name 
of the owner was decedent’s .name, and 
immediately above it, in different typ. 
ing, were the words, “Hilda S. Grossman 
or.” Attached to the certificate was , 
printed power of attorney authorizing 
decedent to pledge the stock as collateral, 
dated January 12, 1948, and was signed 
by Hilda. 


The stock was used as collateral for 
a bank loan by decedent prior to 1949, 
Decedent voted the stock and received 
the dividends and paid income tax on 
them. Decedent had at various times de. 
clared to his other brothers and sisters 
that he had given the stock to Hilda or 
was going to leave it to her. There was 
also testimony that he was planning to 
sell the stock and he told his wife that 
that stock and other stocks would pro- 
vide for their future needs. Decedent’s 
estate amounted to $71,000, of which the 
Hudson stock constituted more than half. 
The estate was bequeathed one-half to 
the widow and one-half to the brothers 
and sisters. The lower court dismissed 
Hilda’s claim for the stock. 


HELD: Affirmed. There was no evi- 
dence that the certificate was ever de- 
livered to Hilda or that she had posses- 
sion of it. There must be an intention to 
make an immediate gift and actual o 
constructive delivery to the donee so 
as to invest in the donee as much do- 
minion and control of the gift as is 
consonant with the joint ownership or 
interest therein. A right of access to a 
safe deposit box does not prove delivery. 
The declarations were admissible to 
prove delivery, but they were too general 
and indefinite to constitute clear and 
convincing evidence of a completed gift. 


GUARDIANSHIP — Probate Court Has 
No Power to Apply Ward’s Estate 
Toward Funeral Expenses of De 
pendent Parent 


Massachusetts—Supreme Judicial Court 
In re Morizzo, 1957 A.S. 51; Jan. 8, 1957. 


Appeal by the guardian of a mentally 
ill veteran from a decree of the probate 
court dismissing the guardian’s petition 
for authority to expend $1,140 of the 
ward’s money for the funeral expenses of 
the ward’s father. The veterans’ a¢- 
ministration had determined the father 
and mother to be dependents and awarded 
compensation. The probate cour’ had 
authorized the guardian to spend $15) 
per month for the support of the par 
ents. The father died, leaving no estate. 
The ward’s estate was about $3000. 
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HiLD: Decree affirmed. While the 
probate court can authorize a guardian 
to apply a portion of his ward’s estate 
toward the support of a dependent par- 
ent, support does not include funeral ex- 
penses, and there is no power under the 
statutes for the probate court to author- 
jze payments for the funeral expenses 
of the parent. 


LIFE TENANT & REMAINDERMAN — 
Latter Entitled to Interest on Pro- 
ceeds of Sale from Former’s Death 


Missouri—Supreme Court 
Zahn v. Martin’s Estate, 295 S.W. 2d 103. 


The will of plaintiffs’ aunt gave her 
husband all her real estate, “for and dur- 
ing his natural life, or sell and divide 
the proceeds, to parties as herein stated.” 
It further provided that a farm and 
home were “to go at (his) death unless 
sold and then the proceeds to one half 
to Vernal Zahn and family and children, 
one half to Velma Zahn .. .” 


After the death of plaintiffs’ aunt, her 
husband sold the real estate. Following 
his death, plaintiffs brought suit against 
his estate to recover the proceeds of the 
sales, together with interest thereon 
from the time the sales were made. The 
trial court ruled in favor of the estate. 


HELD: Reversed and remanded with 
directions to enter judgment for plain- 
tiffs for the proceeds of the sales plus 
interest from the date of the uncle’s 
death. 


Whether or not the action was barred 
by the statute of limitations depended 
upon when plaintiffs first became en- 
titled to the proceeds of the sales. The 
aunt’s will gave her husband a life estate 
in the real estate and a life estate in 
the proceeds should the real estate be 
sold. Therefore plaintiffs were not en- 
titled to the proceeds until their uncle 
died, and their action was not barred 
by the statute of limitations. 


It was the intention of the testatrix 
that her husband have the use of the 
real estate or the proceeds during his 
lifetime. This intention would have been 
defeated if the will were interpreted as 
requiring the husband to pay the pro- 
ceeds to the remaindermen as soon as 
the power of sale was exercised. 


REVOCATION Striking Out Be- 
quests Held Ineffective Under Doc- 
trine of Dependent Relative 


Michigan—Supreme Court 
In re McKay Estate, 347 Mich. 153. 


Testatrix in her own handwriting pre- 
pared her will which was executed and 
attested in accordance with statutory 
requirements. Subsequently, she drew 
pen and ink lines through bequests made 
; three charities but added the nota- 
ion, 


lso in her own hand, that all of 


the other parts of the will were to be 
the Sime, 
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The major question presented was 
whether the stricken part amounted to 
an absolute revocation of that portion 
of the will. The trial Court held that the 
bequests to the charities were valid de- 
spite the action of the testatrix, and 
her heirs, with whom the testatrix was 
not on good terms, were not entitled to 
take these legacies as intestate property. 


HELD: Affirmed. The rule of depend- 
ent relative revocation, and the presump- 
tion which sometimes arises from lining 
out of a bequest, or the name of a lega- 
tee, are no more than rules of evidence 
created in aid of ascertainment of testa- 
mentary intent. They are never control- 
ling as a matter of law except under un- 
usual circumstances, 


The intent of the testatrix was that 
her heirs should not share in her estate, 
and any decision cancelling the bequests 
to the charities would result in having 
such property pass to such heirs in dis- 
tinct violation of her wishes. Therefore, 
the will should be admitted to probate 
in its original form. 


WILLs — Construction — Bequest to 
Heirs of Person Who Predeceases 
Testator Goes to Heirs Determined 
as of Testator’s Death 


Massachusetts—Supreme Judicial Court 


Boston Safe Deposit and Trust Co. v. Northey, 
1956 A.S. 1465; Dec. 12, 1956. 


By the terms of the will the trustee 
was (a) to pay the income up to $2,500 
yearly to Caroline during her life; (b) 
to pay the balance above that in equal 
shares to the testator’s three brothers, 
Herbert, Henry and William, in case 
of the death of any, his share of the in- 
come to his heirs; (c) on the death of 
Caroline the trust to terminate and the 
trust fund be divided equally among the 
three brothers and their heirs, the latter 
to take by right of representation. 


Herbert and William both predeceased 
the testator, the former leaving a widow 
but no issue, and the latter a widow and 
three children, all living. Henry died af- 
ter the testator, leaving a widow and a 
son, both living. Caroline died in 1956, 
after the decree of the probate court on 


the present petition by the trustee for 
instructions. The court ruled that 
Henry’s share (including 1/12th he in- 
herited from Herbert) should go to his 
heirs, i.e., the widow and son, rather than 
to his estate, and that his heirs were 
to be determined as of the date of his 
death, differing from his two brothers 
whose heirs were determined as of the 
date of the testator’s death. 


HELD: Where there is a gift to the 
heirs of a person, the heirs are ordinarily 
determined as of the date of his death, 
but where he predeceases the testator 
the rule is that his heirs are determined 
as of the date of the testator’s death. The 
result is that, as to both income and 
principal, the shares of Herbert and Wil- 
liam vested in their heirs determined as 
of the date of death of the testator. In 
the case of those of their heirs who died 
after the testator and before Caroline, 
their vested shares of both income and 
principal went to their estates. As to 
Henry, who survived the testator, his 
one-third went to his heirs determined 
as of the date of his death, but the one- 
twelfth which he took as one of the heirs 
of Herbert went to his executors. Like- 
wise the one-sixth which Herbert’s widow 
inherited from him went to her execu- 
tors. 


WILLs — Construction — Effect on 
Expression “Shall Vest” on Nature 
of Remainder 


California—District Court of Appeal 

Estate of Newman, 146 A.C.A. 867 (Dec. 14, 

1956). 

Will created a trust, carried in 1942 
into a decree of distribution, to pay the 
net income to Bertha Howard until her 
death. At the death of Bertha “the trust 
shall terminate and the trust estate shall 
vest in and the trustee shall pay, trans- 
fer and deliver the same unto” three 
named persons in equal shares. All three 
remaindermen survived the _ testatrix, 
but two of them predeceased the life 
tenant. Superior Court held that at the 
death of testatrix all three remaindermen 
had an indefeasibly vested remainder. 


HELD: Affirmed. The court applies 
two statutes, Secticn 694 of the Civil 
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Code providing, “A future interest is 
vested when there is a person in being 
who would have a right, defeasible or 
indefeasible, to the immediate possession 
of the property, upon the ceasing of the 
intermediate or precedent interest’’; also, 
Probate Code Section 28, that testamen- 
tary dispositions “are presumed to vest 
at the testator’s death.” The words “shall 
vest” as used in the decree refer to the 
time of enjoyment, the right to posses- 
sion, not. to vesting of title. 

The court fefers to the will which 
was somewhat less ambiguous than the 
decree, providing, “At the death of 
Bertha C. Howard, the trust shall ter- 
minate, and the amount distributed 
equally among the following,” naming 
the three remaindermen. 


WILLS — Probate — Direction to 
Executor to Destroy Property is 
Invalid 


New York—Surrogate’s Court, N. Y. Co. 
Estate of Stuyvesant, decided December 1956. 


The testator—the last descendant of 
Peter Stuyvesant, the early Dutch Gov- 
ernor of Manhattan—directed his execu- 
tor to destroy all portraits and minia- 
tures of his celebrated ancestor. The 
appraised value of such items was a 
small fraction of the value of the estate, 
most of which was bequeathed to a hos- 
pital. The decedent so directed because 
he had seen family mementoes sold at 
public auction for a dollar or so. The 
New York Historical Society protested 
the destruction of such rare Americana 
—as did the hospital, which wanted some 
of the paintings to enshrine in the new 
pavilion that was to be built with the 
bequest. 


HELD: The right to make a testamen- 
tary disposition is not an inherent right, 
and is limited to bequests. The direction 
to destroy is not a bequest and is void 
as against public policy. The paintings 
are to be turned over to the Historical 
Society and the hospital. 


WILLs — Probate — In Contest Ser- 
vice Upon Administrator Must Be 
in Fiduciary Capacity 

Ohio—Supreme Court 
Mangan v. Hopkins, 166 Ohio St. 41. 


In an action to contest a will, the 
plaintiffs in the body of the petition 
named the defendant Hopkins as ad- 
ministrator with the will annexed, but 
in the caption of the petition his name 
appeared without any indication that he 
was a party in a representative capacity. 
A precipe was issued and summons 
served on Hopkins in his individual ca- 
pacity only. Hopkins was not an heir 
or a devisee. 


A defendant’s motion for dismissal for 
failure to serve the administrator with- 
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in the six-month period provided by 
Ohio Revised Code Section 2741.09 was 
sustained by the trial court and plain- 
tiffs’ motions to amend the caption, the 
precipe and the sheriff’s return were 
overruled. The Court of Appeals affirm- 
ed the trial court. 


HELD: Affirmed. Under the Ohio 
statutes it is mandatory and jurisdic- 
tional that the executor or administrator 
be made a party in an action to contest 
a will. Unless that is done and he is 
served within six months the court is 
without jurisdiction. He must be served 
in his fiduciary capacity. The court can- 
not infer that he was so served from 
the fact that he was neither an heir 
nor a devisee. 


WILLS — Probate — Injunciion 
Granted to Stay Probate Proceed- 
ings in Another State 


New Jersey—Supreme Court 

Trustees of Princeton University v. Trus: Co, 

of New Jersey, 127 A. 2d 19. 

Decedent died in Florida. His will con- 
tained declaration that his home, iegal 
residence and domicile were in New Jer- 
sey and that any absences from state 
were merely temporary. At time of his 
death, he maintained residence in New 
Jersey and had business dealings there. 
Will was admitted to probate and letters 
testamentary issued. Soon thereafter, 
widow filed petition for probate in Sur- 
rogate’s Court of New York, asserting 
that decedent had been resident of 
Goshen, New York. Beneficiary under 
will then instituted declaratory judg- 
ment action in New Jersey to obtain de- 
termination of domicile and for prelim- 
inary injunction against further New 
York proceedings. 


HELD: Injunction granted. Although 
testator’s declaration of domicile in his 
will was not conclusive, as long as it 
was consistent with facts and controlling 
legal principles, executors were bound to 
carry out decedent’s wishes. New Jersey 
probate action being first in time, inter- 
est of estate and sound judicial admin- 
istration would be best served by pro- 
ceedings in New Jersey, rather than 
concurrent litigation in two states. 
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He knows what you're talking about! 


Discuss the problems of accumulating and 
distributing an estate... and your Connecticut 
General representative can add a lot of helpful 
advice to the conversation. 


Because he is thoroughly familiar with personal 
and estate insurance, business insurance and 
pension plans, his opinion is highly valued by 
many trust officers, attorneys and accountants. 


Take advantage of his experienced, analytical 


approach by inviting him to your next meet- 
ing. His wide contacts and activities may 
prove to be a source of new business as well. 


For full information, simply write Connecticut 
General Life Insurance Company, Hartford. 
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